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(1)

ENERGY PRODUCTION ON FEDERAL LANDS

THURSDAY, FEBRUARY 27, 2003

U.S. SENATE,
COMMITTEE ON ENERGY AND NATURAL RESOURCES,

Washington, DC.
The committee met, pursuant to notice, at 10 a.m., in room SD–

366, Dirksen Senate Office Building, Hon. Pete V. Domenici, chair-
man, presiding.

OPENING STATEMENT OF HON. PETE V. DOMENICI,
U.S. SENATOR FROM NEW MEXICO

The CHAIRMAN. The hearing will please come to order. This hear-
ing is taking place to take the testimony on energy production from
our Federal lands. It is my understanding that Federal lands hold
80 percent of the U.S. oil reserves and 60 percent of the gas re-
serves. In spite of this significant resource, only about 5 percent of
domestic oil production and about 11 percent of gas production
come from the Federal lands.

Specifically, the committee is interested in how Federal lands can
help to supply the growing daily demands in the United States.
What are the current production levels from Federal lands? What
is the potential for new production? Where are these resources?
And what is being done to develop the Federal resources and bring
them to market?

I decided from my standpoint to forego opening statements so
that we can hear from the witnesses. If any of my colleagues would
like to make an opening statement, you are welcome to do so as
part of your first round of questions.

Before we begin, I would like to inform members that the record
will remain open until 6 o’clock this evening, in order to submit
questions of the witnesses.

We have four witnesses today: Steve Griles, Deputy Secretary of
the Department of Interior. We welcome you here today, Steve, to
testify on the Federal energy resources under the administration of
the Interior Department. We will then allow time for questions.
And then I understand he is on a tight time schedule, which means
he has a plane to catch before noon.

Following Mr. Griles’ testimony, I would like to ask our other
witnesses for their testimony. So let us begin with Mr. Griles. If
that is satisfactory with Senator Bingaman, let us proceed.

Mr. Secretary, will you proceed?
[The prepared statements of Senators Bingaman, Bunning, and

Murkowski follow:]
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PREPARED STATEMENT OF HON. JEFF BINGAMAN, U.S. SENATOR
FROM NEW MEXICO

The subject of energy production from federal lands is of great interest to all of
us. These lands contain a wealth of resources and are used for multiple and varied
purposes. They provide rangeland for the ranching community. Public lands afford
unique recreational and scenic opportunities. These lands are the source of timber,
they provide important fish and wildlife habitat, and last but not least, they are a
vital source of energy for our Nation.

Clearly, the energy resources found beneath these lands make a significant con-
tribution to meeting our energy needs and must continue to play that role. Lands
administered by the BLM provide 5 percent of the Nation’s oil production and 11
percent of its natural gas production. In fiscal year 2001, my home state of New
Mexico produced more natural gas from onshore federal lands than any other state
and ranked second in oil production. Federally-administered offshore oil and gas re-
sources are also crucial to our energy security. The OCS provided over 25 percent
of both the Nation’s oil and gas in 2003.

There is substantial interest on the part of industry in the development of coalbed
methane in the Rocky Mountain West. Last month, the BLM issued two final envi-
ronmental impact statements regarding oil and gas development in the Powder
River Basin, indicating that there could be as many as 63,000 new coalbed methane
wells in drilled on federal lands in that area. I understand that a similar analysis
is being undertaken with respect to the San Juan Basin, and that significant new
drilling is anticipated in that area, as well. These wells are projected to provide sig-
nificant energy resources, but at the same time raise issues with respect to water
duality and quantity and potential conflicts with other uses of the federal lands,
such as for grazing and coal production. I will be interested to hear the witnesses’
views on this topic.

I also expect that the witnesses will comment on the issue of access to federal
lands for energy development purposes. Because this is a topic of interest to me,
I co-authored a provision in the Energy Policy Conservation Act Amendments of
2000, calling on the Department of the Interior to undertake an analysis of oil and
gas resources underlying federal lands and restrictions on their development. The
report that was issued last month focusing on five basins is a helpful step in provid-
ing information on this subject. My goal in seeking this report is to be certain that
the discussion of this topic is focused on fact and not fueled by rhetoric. I hope that
the hearing today will help us better understand this important subject.

I have voiced my concerns in the past regarding the level of resources devoted by
the Interior Department to the oil and gas leasing program. I believe that a key
reason for backlog and delay in processing drilling requests is a lack of resources.
I also am concerned that the Department devotes inadequate dollars to the inspec-
tion and enforcement of existing operations. I have received assurances that this
topic is being addressed and I hope that the Deputy Secretary can confirm my un-
derstanding.

Finally, a word about renewable energy. I am pleased that the President’s Na-
tional Energy Policy called on the Secretaries of the Interior and Energy to look at
ways to increase renewable energy production on federal lands. I believe that the
potential for environmentally sound renewable energy production on our federal
lands is great. I am particularly interested in hearing what the Department of the
Interior is doing to encourage renewable energy production.

I want to thank the witnesses for their attendance. I look forward to hearing their
testimony.

PREPARED STATEMENT OF HON. JIM BUNNING, U.S. SENATOR FROM KENTUCKY

Thank you, Mr. Chairman.
I appreciate having this opportunity to take a look at the types of energy produc-

tion available on federal lands.
This is an important issue to examine when we are trying to put together a com-

mon sense energy policy.
In the past, I think Congress has failed to make progress on energy because we

have fallen into the trap of choosing between conservation and production.
But now I think that we have escaped that trap and reached the point where most

of us in the Senate understand that a balanced energy policy must do both—it must
help boost production of domestic energy sources, as well as promote conservation.

As we have seen from the previous hearings on the current state of oil and gas
supply in the United States, America’s demand for energy continues to rise while
our supply diminishes.
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In the interest of America’s energy future, and most importantly, our national se-
curity, we must increase domestic energy production.

We must have an energy policy that helps reduce our dependence on foreign oil
to strengthen our energy independence and to protect ourselves from dictators like
Saddam Hussein and the politics of the Middle East.

New technology now enables us to increase our production of energy by operating
with less impact on the environment. In fact, today’s domestic operations for produc-
ing energy would be conducted under the most comprehensive environmental regu-
lations in the world.

I look forward to hearing about the possibilities of production of energy from oil,
gas, and coal on federal lands as a way for us to increase domestic energy produc-
tion.

I appreciate the time our witnesses have taken today to come testify.
Thank you.

PREPARED STATEMENT OF HON. LISA MURKOWSKI, U.S. SENATOR FROM ALASKA

Mr. Chairman, thank you for calling this hearing today regarding energy produc-
tion on federal lands. As you and the other members of the committee are aware,
this topic is very important to my State of Alaska. I look forward to hearing the
testimony of the panel.

We face an energy crisis in this country. Insufficient supply, excess demand, and
a failing infrastructure unable to deliver energy to where consumers need it the
most are resulting in rising energy prices that impact every American family and
business, impair U.S. economic growth, and threaten our national security.

And with a war in Iraq very likely the situation shows no sign of improving. En-
ergy prices continue to rise.

Congress and this committee must take action.
The United States must take a balanced approach to lessening our dependence

on unstable foreign energy sources.
There are solutions to our energy crisis, and the production of energy on land cur-

rently owned by the federal government is one way we can lessen our dependence
on unstable foreign sources of energy.

It is time for us to act.
The members of this committee are very aware that much of the land—with and

abundance of natural resources—of my State of Alaska are owned by the federal
government. Those resources remain unavailable for production.

67.9 percent of the 586,412 square miles of land in my State of Alaska is owned
by the federal government.

This includes 76 million acres of Wildlife Refuges, 51 million acres of National
Parks, 26 million acres of Bureau of Land Management lands and 23 million acres
of National Forests.

The potential for energy production on federal lands in Alaska is unparalleled
anywhere else in the U.S.

The place to start is ANWR. And we should also consider the production of energy
in the National Petroleum Reserve-Alaska (NPR-A).

The 1.2 million acre 1002 area of the Arctic National Wildlife Refuge (ANWR) and
the 23.5 million acre NPR-A both along Alaska’s North Slope contain a great deal
of recoverable oil and natural gas .

The U.S. Geological Survey also estimates that the Coastal Plain area of ANWR
contains between 3.5 and 16 billion barrels of oil. And the mean average estimate
offered by the U.S. Geological Survey and the Minerals Management Service are
that the NPR-A contains 9.3 billion barrels of oil and 59.7 trillion cubic feet of natu-
ral gas. The actual amounts could be higher.

These resources can be recovered using new technologies that would minimize the
impact on the natural environment and the area wildlife.

We have been over the details of the arguments for and against responsible explo-
ration in ANWR ad nauseam, so I will not repeat the myriad of reasons that sup-
port my position at today’s hearing.

I will simply say that a new energy strategy is needed, and production on federal
lands on the North Slope of Alaska should be part of the solution to the ongoing
energy crisis.

I am committed to seeing that these areas are opened up to environmentally sen-
sitive oil and natural gas leasing as part of a comprehensive national energy policy.

Of course, energy production in ANWR and the NPR-A cannot be the only ele-
ments of a national energy strategy. There are many exciting possibilities for lessen-
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ing our dependence on foreign imports of petroleum, besides increasing domestic
production, including renewable resources and other energy alternatives.

While I will fight for oil and gas leasing in federal lands on the North Slope, I
will also work on other initiatives to promote new technologies that will lessen
harmful emissions and improve efficiency.

During the last Congress, this committee considered many proposals for a new na-
tional energy policy. Negotiations got as far as a Conference Committee, but a com-
promise could not be reached on many of the controversial issues.

I hope efforts this year to enact a national energy policy will be successful. We
must work together, and see to it that all the parties can reach a common ground.
I intend to fight for the interests of my State, while I carefully evaluate the posi-
tions of all interested parties.

The goal of any national energy policy needs to be reducing the cost of energy,
reducing our dependence on unstable foreign energy imports and reducing harmful
emissions.

I will work very hard to see this vision come to fruition.
These initiatives will benefit our economy by reducing costs for consumers and

businesses, and by creating jobs in the energy sectors and those parts of the econ-
omy that support the energy sector.

Finally, Mr. Chairman, I look forward to working with you, and Senator Binga-
man, and the other members of this committee on a national energy policy that in-
cludes environmentally responsible energy production on federal lands in my State
of Alaska.

Thank you, Mr. Chairman.

STATEMENT OF J. STEVEN GRILES, DEPUTY SECRETARY,
DEPARTMENT OF THE INTERIOR

Mr. GRILES. Yes, sir. Mr. Chairman, I am Steve Griles, the Dep-
uty Secretary of the Interior. And as you said, I am on my way out
of town, hopefully before the snowstorm gets here. And I appreciate
the committee allowing me to come before you and spend some
time to talk to you about energy.

Patty Morrison, the Deputy Assistant Secretary for Lands and
Minerals Management, will be here with you the rest of the morn-
ing and is also very knowledgeable on the Department’s energy
policies and will be able to respond to other questions that may
come after I leave.

I would like to ask that my statement in totality be entered into
the record. And I will just try to summarize for you, Mr. Chairman,
some of my thoughts.

The CHAIRMAN. Without objection, that will be done.
Mr. GRILES. America’s public lands have an abundant oppor-

tunity for exploration and development of renewable and non-
renewable energy resources. Energy reserves contained on the De-
partment of the Interior’s onshore and offshore Federal lands are
very important to meeting our current and future estimates of
what it is going to take to continue to supply America’s energy de-
mand.

Estimates suggest that these lands contain approximately 68
percent of the undiscovered U.S. oil resources and 74 percent of the
undiscovered natural gas resources. President Bush has developed
a national energy policy that laid out a comprehensive, long-term
energy strategy for America’s future. That strategy recognizes we
need to raise domestic production of energy, both renewable and
nonrenewable, to meet our dependence for energy.

For oil and gas, the United States uses about 7 billion barrels a
year, of which about 4 billion are currently imported and 3 billion
are domestically produced. The President proposed to open a small
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* The report has been retained in committee files.

portion of the Arctic National Wildlife Refuge to environmentally
responsible oil and gas exploration.

Now there is a new and environmentally friendly technology,
similar to directional drilling, with mobile platforms, self-contain-
ing drilling units. These things will allow producers to access large
energy reserves with almost no footprint on the tundra. Each day,
even since I have assumed this job, our ability to minimize our ef-
fect on the environment continues to improve to where it is almost
nonexistent in such areas as even in Alaska.

According to the latest oil and gas assessment, ANWR is the
largest untapped source of domestic production available to us. The
production for ANWR would equal about 60 years of imports from
Iraq.

The National Energy Policy also encourages development of
cleaner, more diverse portfolios of domestic renewable energy
sources. The renewable policy in areas cover geothermal, wind,
solar, and biomass. And it urges research on hydrogen as an alter-
nate energy source.

To advance the National Energy Policy, the Bureau of Land
Management and the DOE’s National Renewable Energy Lab last
week announced the release of a renewable energy report. It identi-
fies and evaluates renewable energy resources on public lands.

Mr. Chairman, I would like to submit this for the record.* This
report, which has just come out, assess the potential for renewable
energy on public lands. It is a very good report that we hope will
allow for the private sector, after working with the various other
agencies, to where can we best use renewable resource, and how
do we take this assessment and put it into the land use planning
that we are currently going, so that right-of-ways and understand-
ing of what renewable resources can be done in the West can, in
fact, have a better opportunity.

The Department completed the first of an energy inventory this
year. Now the EPCA report, which is laying here, also, Mr. Chair-
man, is an estimate of the undiscovered, technically recoverable oil
and gas. Part one of that report covers five oil and gas basins. The
second part of the report will be out later this year.

Now this report, it is not—there are people who have different
opinions of it. But the fact is we believe it will be a good guidance
tool, as we look at where the oil and gas potential is and where
we need to do land use planning. And as we update these land use
plannings and do our EISs, that will help guide further the private
sector, the public sector, and all stakeholders on how we can better
do land use planning and develop oil and gas in a sound fashion.

Also, I have laying here in front of me the two EISs that have
been done on the two major coal methane basins in the United
States, San Juan Basis and the Powder River Basin. Completing
these reports, which are in draft, will increase and offer the oppor-
tunity for production of natural gas with coal bed methane.

Now these reports are in draft and, once completed, will author-
ize and allow for additional exploration and development. It has
taken 2 years to get these in place. It has taken 2 years to get
some of these in place. This planning process that Congress has
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initiated under FLPMA and other statutes allows for a delibera-
tive, conscious understanding of what the impacts are. We believe
that when these are finalized, that is in fact what will occur.

One of the areas which we believe that the Department of the
Interior and the Bureau of Land Management is and is going to en-
gage in is coordination with landowners. Mr. Chairman, the private
sector in the oil and gas industry must be good neighbors with the
ranchers in the West. The BLM is going to be addressing the issues
of bonding requirements that will assure that landowners have
their surface rights and their values protected.

BLM is working to make the consultation process with the land-
owners, with the States and local governments and other Federal
agencies more efficient and meaningful. But we must assure that
the surface owners are protected and the values of their ranches
are in fact assured. And by being good neighbors, we can do that.

In the BLM land use planning process, we have priorities, ten
current resource management planning areas that contain the
major oil and gas reserves that are reported out in the EPCA
study. Once this process is completed, then we can move forward
with consideration of development of the natural gas.

We are also working with the Western Governors’ Association
and the Western Utilities Group. The purpose is to identify and
designate right-of-way corridors on public lands. We would like to
do it now as to where right-of-way corridors make sense and put
those in our land use planning processes, so that when the need
is truly identified, utilities, energy companies, and the public will
know where they are Instead of taking two years to amend a land
use plan, hopefully this will expedite and have future opportunity
so that when the need is there, we can go ahead and make that
investment through the private sector. It should speed up the proc-
ess of right-of-way permits for both pipelines and electric trans-
mission.

Now let me switch to the offshore, the Outer Continental Shelf.
It is a huge contributor to our Nation’s energy and economic secu-
rity.

The CHAIRMAN. Mr. Secretary, everything you have talked about
so far is onshore.

Mr. GRILES. That is correct.
The CHAIRMAN. You now will speak to offshore.
Mr. GRILES. Yes, sir, I will.
Now we are keeping on schedule the holding lease sales in the

areas that are available for leasing. In the past year, scheduled
sales in several areas were either delayed, canceled, or put under
moratoria, even though they were in the 5-year plan. It under-
mined certainty. It made investing, particularly in the Gulf, more
risky.

We have approved a 5-year oil and gas leasing program in July
2002 that calls for 20 new lease sales in the Gulf of Mexico and
several other areas of the offshore, specifically in Alaska by 2007.
Now our estimates indicate that these areas contain resources up
to 22 billion barrels of oil and 61 trillion cubic feet of natural gas.

We are also acting to raise energy production from these offshore
areas by providing royalty relief on the OCS leases for new deep
wells that are drilled in shallow water. These are at depths that
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heretofore were very and are very costly to produce from and costly
to drill to. We need to encourage that exploration. These deep
wells, which are greater than 15,000 feet in depth, are expected to
access between 5 to 20 trillion cubic feet of natural gas and can be
developed quickly due to existing infrastructure and the shallow
water.

We have also issued a final rule in July 2002 that allows compa-
nies to apply for a lease extension, giving them more time to ana-
lyze complex geological data that underlies salt domes. That is,
where geologically salt overlays the geologically clay. And you try
to do seismic, and the seismic just gets distorted. So we have ex-
tended the lease terms, so that hopefully those companies can fig-
ure out where and where to best drill. Vast resources of oil and
natural gas lie, we hope, beneath these sheets of salt in the OCS
in the Gulf of Mexico. But it is very difficult to get clear seismic
images.

We are also working to create a process of reviewing and permit-
ting alternative energy sources on the OCS lands. We have sent
legislation to Congress that would give the Minerals Management
Service of the Department of the Interior clear authority to lease
parts of the OCS for renewable energy. The renewables could be
wind, wave, or solar energy, and related projects that are auxiliary
to oil and gas development, such as offshore staging facilities and
emergency medical facilities.

We need this authority in order to be able to truly give the pri-
vate sector what are the rules to play from and buy, so they can
have certainty about where to go.

Mr. Chairman, it is my understanding that today Chairmen Tau-
zin and Barton, Senator Inhofe, and others will be introducing the
President’s Clear Skies legislation. Although that proposed legisla-
tion will have the jurisdiction on another committee, if enacted, it
will assist in stabilizing the use of coal and gas in this country for
electric generation, as well as reducing air emissions.

Mr. Chairman, this legislation will reduce emissions more rap-
idly, more surely, and more cheaply than the current standards. In
so doing, coal-fired utilities and that issue will give certainty and
a rational approach to emissions reductions. And the American con-
sumer will have cleaner air and more reliable electric generation,
which is energy.

Witnesses before this committee this week, as I read in the
paper, indicated that gas prices are at extremely high levels. They
are. $12 at Henry Hub two days ago is extraordinary. Each year
electric generation is being built exclusively for gas. Gas is what
most American consumers are relying on heat their homes, in
many instances. We must provide assurances and long-term stabil-
ity to the utility community so we can continue to assure a diverse
source of fuels, including coal and electric generation. That is what
the Clear Skies legislation will do.

In concluding, I just want to say that it is a pleasure to be with
you. And it is also going to be a pleasure to work with you. We
need to get the national energy legislation that the President has
proposed enacted. We look forward to working with each of you to
see how we can best accomplish that.

Mr. Chairman, thank you.
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The CHAIRMAN. Thank you very much, Mr. Secretary.
[The prepared statement of Mr. Griles follows:]

PREPARED STATEMENT OF J. STEVEN GRILES, DEPUTY DIRECTOR,
DEPARTMENT OF THE INTERIOR

Mr. Chairman and Members of the Committee, thank you for the opportunity to
appear here today to discuss energy production on Federal lands. I would like to
discuss the key role the Department of the Interior has in meeting the nation’s en-
ergy needs. I am accompanied by Patricia Morrison, Principal Deputy Assistant Sec-
retary for Land and Minerals Management.

OUR ENERGY FUTURE

America faces an energy challenge. Energy use sustains our economy and our
quality of life, but a fundamental imbalance exists between our energy consumption
and domestic energy production. We must look at ways to narrow the gap between
the amount of energy we use and the amount we produce. There is no one single
solution. Achieving the goal of secure, affordable and environmentally sound energy
will require diligent, concerted efforts on many fronts on both the supply and de-
mand sides of the energy equation.

President Bush’s National Energy Policy report laid out a comprehensive, long-
term energy strategy for securing America’s energy future. That strategy recognizes
that to reduce our rising dependence on oil and gas, we must also increase domestic
production. The President proposes to open a small portion of the Arctic National
Wildlife Refuge (ANWR) to environmentally responsible oil and gas exploration
using newly available, environmentally friendly technology. ANWR is by far the
largest untapped source of domestic petroleum and would equal nearly 60 years of
imports from Iraq.

In 1998, a United States Geological Survey assessment of petroleum resources of
the 1002 region of ANWR estimated the expected mean volume of technically recov-
erable oil beneath the 1002 area to be 10.4 billion barrels. For comparison, the U.S.
currently consumes about 7 billion barrels per year. Of this, the U.S. imports about
4 billion barrels and produces about 3 billion barrels.

Most media coverage focuses on the production of traditional energy sources in
the National Energy Policy, but increased energy conservation and alternative and
renewable sources are also critical components of the President’s balanced, com-
prehensive policy. Good stewardship of resources dictates that we use energy effi-
ciently and conserve resources. Thus, fossil fuel development is only a part of the
solution to our Nation’s energy issues. Americans have already made great strides
in using energy more efficiently. Since 1973, the United States economy has grown
nearly three times faster than energy use, in part due to more efficient use of en-
ergy. Had we continued to use energy as intensely as in the 1970’s, the United
States would have consumed about 177 quadrillion BTUs of energy in 2001, com-
pared to actual consumption of approximately 97 quadrillion BTUs. To put that in
perspective, the 80 quadrillion BTUs saved is more than the total amount of energy
produced in the United States from all sources oil, gas, coal, nuclear, renewable—
in the year 2000.

ALTERNATIVE AND RENEWABLE ENERGY

Alternative and renewable sources of energy can also play an important role in
helping meet our increased energy needs. To this end, the National Energy Policy
encourages development of a cleaner, more diverse portfolio of domestic energy sup-
plies. The Policy includes measures to aid in the development and expansion of re-
newable energy technologies in use today, including geothermal, wind, solar, and
biomass, as well as continued research into using hydrogen as an alternative energy
carrier. Such diversity helps to ensure that Americans will continue to have access
to the energy they need.

Between 1975 and 2000, total renewable energy production in the United States
increased from about 4.8 to 6.8 quadrillion BTUs, supplying about seven percent of
the Nation’s energy consumption in 2000. By 2020, renewable energy production is
forecast to rise to about 8.6 quadrillion BTUs, but still will account for only about
seven percent of consumption.

Thus, for the present and as far as the future can be reasonably forecast, renew-
able energy is likely to remain an incremental source of supply supplementing fossil
fuels as our primary source of energy. Renewable and alternative energy sources are
currently considered a ‘‘step’’ energy technology, but they can be an important com-
ponent to a diversified domestic energy portfolio especially for addressing distrib-
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uted energy and peak demand needs. At the Department of the Interior, Secretary
Norton has convened two conferences focused on renewable resources.

As part of its efforts to advance the President’s National Energy Policy, the BLM
recently released a joint report with the Department of Energy that identifies and
evaluates renewable energy resources on public lands. The BLM will use the re-
port’s findings to prioritize land-use planning activities, and to increase the develop-
ment and use of renewable energy resources on public lands.

ENERGY PRODUCTION FROM FEDERAL RESOURCES

The Department of the Interior has administrative and managerial responsibility
for the Bureau of Land Management (BLM), the Minerals Management Service
(MMS), and the Office of Surface Mining Reclamation and Enforcement (OSMRE).
All of these bureaus are undertaking significant initiatives to fulfill the President’s
National Energy Policy, and are working diligently to promote environmentally
sound production of our Nation’s energy resources. The BLM and MMS have au-
thorities to offer lands under their jurisdiction to produce mineral and energy (re-
newable and non-renewable) resources consistent with environmental protection
goals.

The Department of the Interior manages approximately 500 million surface acres
of land, with the BLM managing 262 million surface acres and more than 700 mil-
lion subsurface acres of Federal mineral estate. MMS manages approximately 1.76
billion acres of offshore Federal mineral estate. These lands and resources currently
account for 30% of total domestic energy production—including 48% of geothermal
production, 35% of natural gas production (25% offshore and 10% onshore), 35% of
coal production, 35% of oil production (30% offshore and 5% onshore), 20% of wind
power, and 17% of hydropower production.

NEW ENERGY RESOURCES

Deepwater areas of the Gulf of Mexico are expected to provide substantial vol-
umes of new natural gas production, but it may be several years before that area
reaches its potential. The shallow waters of the Gulf of Mexico hold the greatest
promise for new resources of natural gas to meet the Nation’s near-term gas needs.
MMS is taking steps to develop economic incentives to spur industry activity in this
area of the Gulf. Beginning in 2002, MMS started providing royalty relief as part
of OCS lease sale terms to encourage production from wells on new leases drilled
to deep horizons (greater than 15,000 feet total depth). This deep gas play, expected
to hold between 5 and 20 trillion cubic feet (Tcf) of gas, can be developed quickly
due to existing infrastructure in the shallow waters of the Gulf. MMS also issued
a final rule in July 2002 that allows companies to apply for lease suspensions for
exploration of subsalt resources.

Coalbed natural gas, also known as coalbed methane, accounts for about 9.6% of
the total natural gas reserves in the United States. The Rocky Mountain States of
New Mexico, Utah, Colorado, Wyoming, and Montana hold an estimated 30 to 48
Tcf of undiscovered natural gas resources associated with coal. This represents the
second largest gas resource in the United States behind the Gulf of Mexico. While
many areas of the United States are experiencing declining natural gas reserves,
the Rocky Mountain resources are largely untapped and the amount of newly dis-
covered gas in the area is increasing on a daily basis.

I am recused from certain matters involving the subject of coalbed natural gas
and do not directly participate in them. Thus, I will speak here only to the Sec-
retary’s position on these issues. The majority of the coalbed natural gas is in the
federal mineral estate. As good stewards of these domestic natural gas reserves and
consistent with the National Energy Policy directive to facilitate our domestic en-
ergy supplies, we should develop these resources in an environmentally-responsible
manner to sustain our Nation’s quality of life in the face of our increasing demand
for natural gas.

Coalbed natural gas from public lands can and should play a role in meeting in-
creasing energy demands. Congress established a policy of multiple use for much
of the federal lands, which the Department strongly supports. Many uses, including
access for energy development, can co-exist on public lands, if properly managed. We
do not believe the public lands and resources should be put off limits to develop-
ment. Today the Nation meets over 50% of demand for petroleum products with im-
ports. Many of these imports are vulnerable to disruptions resulting from instabil-
ities in exporting Nations or regimes. Thirty percent of our total domestic energy
production comes from Federal lands and resources. Without the contribution of
public resources, the country’s energy supply would be even more dependent on for-
eign sources. And, of significance for the public lands states that are anywhere from
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30% to 80% Federally-managed, the development of these resources can help west-
ern rural economies by creating jobs, new wealth, and tax revenue.

THE EPCA INVENTORY

In January 2003, BLM delivered to Congress the first Energy Policy Conservation
Act (EPCA) inventory of 59.4 million acres managed by Federal agencies in five
study areas in the West. The areas contain the bulk of the known natural gas and
much of the known oil resources under public management in the onshore United
States. The EPCA inventory provides an estimate of undiscovered technically recov-
erable resources and proved reserves of oil and gas beneath the five basins and an
inventory of the extent and nature of limitations to their development. All informa-
tion gathered as a result of the EPCA effort will be integrated into the BLM’s ongo-
ing land use planning efforts are a cornerstone for future energy production from
public lands. The BLM has also prioritized a number of land-use planning efforts
that have major oil and gas components.

ENERGY RIGHTS-OF-WAY

Federal lands are important to the rights-of-way needs of the energy industry and
utilities, especially in the western United States. BLM estimates that 90% of the
oil and natural gas pipeline and electric transmission rights-of-way in the western
U.S. cross federal lands. The BLM alone administers approximately 85,000 rights-
of-way, including approximately 23,000 for oil and gas pipelines.

Our challenge is to improve and expand the existing network of pipelines and
transmission lines to meet the increased demand for energy. One way to meet that
challenge is to identify and designate right-of-way utility corridors on public lands
in a collaborative manner. The Department has been working with the Western
Governors’ Association and the Western Utility Group to do just that. The designa-
tion of utility corridors through BLM land use plans provides an important tool in
the planning and location of future pipelines and assists in the processing of rights-
of-way applications on the public lands.

OFFSHORE RESOURCES

As you may know, Federal offshore lands on the Outer Continental Shelf (OCS)
encompass 1.76 billion acres. However, of this total, about 600 million acres are cur-
rently off limits to oil and gas leasing. This action has been extended by Presidential
directive through 2012. Nevertheless, industry activities on the remaining areas
available for development, particularly the 40 million acres currently under lease,
make the OCS an essential part of ensuring the energy and economic security of
the United States.

At the end of December 2002, the Department estimated that Federal offshore
lands produce about 1.7 million barrels of oil each day, accounting for 30 percent
of the oil produced in the United States. This makes the OCS the largest single
source of oil for the U.S. economy (larger than Saudi Arabia or our neighbor to the
north, Canada). In addition to oil, the OCS is also a major source of the Nation’s
natural gas, making a contribution of about 13 billion cubic feet per day, or about
25 percent of the Nation’s domestic production. More than 90 percent of these re-
sources come from the Gulf of Mexico OCS, with the rest coming from leases off-
shore California and the Beaufort Sea offshore Alaska.

With major projects slated to come online in the next few years (including Thun-
der Horse, the largest discovery in the U.S. in the past 30 years), we project that
OCS production could easily reach 2 million barrels per day in the next few years
and account for over a third of domestic crude oil production. Natural gas produc-
tion is expected to remain at its current level, or increase slightly.

At the Department, we are taking steps to ensure that the OCS remains a solid
contributor to our Nation’s energy and economic security by holding sales in avail-
able areas on schedule. The OCS 5 Year Oil and Gas Leasing Program for 2002-
2007, which was approved in July 2002, calls for 20 lease sales in the Gulf of Mexico
and certain areas offshore Alaska during that timeframe. We estimate that these
areas could contain economically recoverable resources of up to 22 billion barrels of
oil and 61 trillion cubic feet of natural gas.

In 2002, the Department’s Minerals Management Service held the 128th and
129th competitive oil and gas lease sale since OCS leasing began in 1954. For these
two Gulf of Mexico sales alone, MMS leased over 800 tracts, bringing in more than
$500 million in revenue from high bids for the American people. Next month, on
March 19, 2003, the Department will hold the 130th lease sale in the program.
Since 1953, more than $140 billion has been brought into the U.S. Treasury from
OCS lease sales.
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In addition to holding the lease sales outlined in the 2002-2007 program, MMS
has developed a series of economic incentives to encourage industry to explore ‘‘fron-
tier areas’’ where business risks are very high, and to facilitate getting the most
production possible from available OCS acreage. The MMS continues to offer a roy-
alty incentive program for deepwater leases in the Gulf of Mexico, and has expanded
the incentives to promote development of natural gas from deep horizons in shallow
waters. These leasing incentives come in the form of a royalty suspension for speci-
fied amounts of production from these areas. Currently, MMS is considering extend-
ing the shallow water, deep gas royalty relief provisions to leases purchased before
2002. MMS has also offered lease extensions for certain qualifying exploration ac-
tivities that focus on reservoir targets that occur beneath subsurface salt sheets.

For offshore areas of Alaska, MMS is considering various incentives in addition
to changes in suspension policies that will allow more time for exploration activity
to occur. Additionally, MMS is evaluating its business processes program wide to
take advantage of opportunities to make the permitting process for drilling wells
more efficient.

OFFSHORE ALTERNATIVE ENERGY PROPOSAL

For the past 50 years, the Department has leased the OCS for oil, gas, and other
minerals under the mandates of the OCS Lands Act. However, in recent years we
have seen a growing interest by the private sector in developing alternative energy
projects located on the OCS, such as renewable energy production from currents,
wind and waves, and floating supply bases and other facilities that would directly
support OCS oil and gas development.

In an effort to facilitate these innovative projects and to ensure that the Federal
government’s economic and land use interests are fully protected, the Administra-
tion submitted legislation to Congress in June 2002 that would set up a statutory
framework for reviewing and permitting such activities that are not otherwise cov-
ered by statute. It was developed in close collaboration with other Federal agencies
with permitting authority on the OCS and would provide the Department with a
full suite of regulatory tools necessary to comprehensively manage non traditional
OCS energy and related activities.

The Administration continues to strongly support enactment of such legislation
and looks forward to working closely with Congress on this important issue. We
firmly believe that we must encourage new and innovative technologies to help us
meet our increasing energy needs. Enactment of this legislation will be one impor-
tant step in helping us meet those needs.

CONCLUSION

We will continue to operate under Secretary Norton’s leadership and vision for
managing the public resources—through communication, cooperation, and consulta-
tion in the service of conservation. The essence of this goal is to continue to forge
new and stronger partnerships with other Federal and state agencies, Tribal govern-
ments, and all of our stakeholders—including Congress—to create greater opportu-
nities for the responsible development of energy resources on Federal lands.

In summary, the following actions have been implemented or are being considered
to facilitate the President’s National Energy Policy:

• The BLM has recently released a joint report with the Department of Energy
that identifies and evaluates renewable energy resources on public lands. The
BLM will use the report’s findings to prioritize land-use planning activities, and
to increase the development and use of renewable energy resources.

• To ensure that the OCS remains a solid contributor to our Nation’s energy and
economic security by holding sales in available areas on schedule, we approved
a 5-year Oil and Gas Leasing Program in July 2002 that calls for 20 lease sales
in the Gulf of Mexico and certain areas offshore Alaska during that timeframe.
We estimate that these areas could contain economically recoverable resources
of up to 22 billion barrels of oil and 61 trillion cubic feet of natural gas.

• MMS is acting to increase energy production in promising, shallow waters of
the Gulf of Mexico by providing royalty relief in OCS lease sale terms to encour-
age production from new wells drilled to deep horizons (greater than 15,000 feet
total depth). This area of the Gulf of Mexico is expected to hold between 5 and
20 trillion cubic feet (TCF) of gas and can be developed quickly due to existing
infrastructure in the shallow waters of the Gulf.

• MMS is considering providing similar shallow water, deep gas royalty relief to
leases purchased before 2002.

• MMS issued a final rule in July 2002 that allows companies to apply for lease
term extensions that will provide additional time to analyze complex geo-
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physical data in area under salt sheets. Vast resources of oil and natural gas
may underlie sheets of salt in the OCS, which makes it difficult to obtain a
clear image of the subsalt geology. This will help identify and define drilling
targets and accelerate discovery and production of deep natural gas as well as
foster new technology.

• The Department completed the EPCA inventory this year. The EPCA inventory
provides an estimate of undiscovered technically recoverable resources and
proved reserves of oil and gas beneath the five basins and an inventory of the
extent and nature of limitations to their development.

• BLM is completing the necessary land management planning for the two major
coalbed methane basins in the United States: San Juan and Powder River
Basin. BLM’s completion of these plans will allow for considerable additional
drilling, which will increase the production of natural gas from coalbed meth-
ane. BLM is developing an approved methodology for drilling permit approval
and are improving our coordination with regard to land owners in the regions.
In addition, BLM is improving the necessary coordination and consultation with
State and other federal agencies to address the concerns that have been raised
and to make the process more efficient.

• The BLM has prioritized a number of land-use planning efforts that have major
oil and gas components. Once the public process is completed, this will expedite
the development of natural gas and oil.

• The Department is working with State and local governments as well as with
industry on identifying and designating right-of-way utility corridors on public
lands. For example, the Department has been working with the Western Gov-
ernors’ Association and the Western Utility Group to do just that.

• The Department is taking steps to ensure that the OCS remains a solid contrib-
utor to our Nation’s energy and economic security by holding sales in available
areas on schedule. In past years, scheduled sales in several areas were either
delayed, cancelled or put under moratoria even though they appear on a 5-year
schedule. This did not provide industry with the certainty it needs to make
long-term investments in the OCS.

• In support of the President’s goal of streamlining permitting of energy projects,
MMS has initiated a multi-year effort designed to increase our efficiency in
processing applications to permit drilling of OCS wells.

• The Administration submitted legislation to Congress in June 2002 that would
set up a statutory framework for reviewing and permitting alternative energy
and energy-related activities not otherwise explicitly covered by statute. This
legislation will include renewable energy projects, such as wind, wave or solar
energy; and energy-related projects that are ancillary to OCS oil and gas devel-
opment, such as offshore staging facilities and emergency medical facilities.

Thank you for the opportunity to testify before you today. I welcome any ques-
tions the Committee may have.

The CHAIRMAN. The various reports that you have alluded to will
be made part of the record. They will be adjunct to the record. We
thank you for bringing them. And I assume—have they been dis-
tributed heretofore, or are you just bringing them up today?

Mr. GRILES. They have been given to the committee. But we will
make copies available to the committee, sir.

The CHAIRMAN. All right.
The CHAIRMAN. Mr. Secretary, I have a few questions. And then

I will yield to Senator Bingaman. He has to leave for a little while
and will return. Then we will go to our side for questions before
we take the next witness.

Again, we appreciate your coming. And thank you for your suc-
cinct testimony. We hope that we can work with you and with the
reports and the President’s program in putting together a bill in
the not-too-distant future, which will yield results this year.

Let me talk a little bit about the EPCA report.
Mr. GRILES. Yes, sir.
The CHAIRMAN. Does it tell the full story when it comes to the

impediments and delays associated with oil and gas leasing on Fed-
eral lands?
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Mr. GRILES. No, sir. It does not give the full story, an entire
story. It was—in the opinion of the Bureau of Land Management,
when they started this study, I think it was in 2000, 2001, it did
not give the full story. It gave as best story as it could. But there
are other things that it does not deal with, like some of the impedi-
ments that go through the leasing processes and the appeals proc-
esses and those kind of things.

But I think that it gives an overview of where the oil and gas
is. And by using that and incorporating it into the land use plans,
we hope that it will at least give some understanding of what we
believe the future should be for these land use plans for oil and gas
development.

The CHAIRMAN. What specific action is the BLM taking with re-
gard to the EPCA report?

Mr. GRILES. Well, what it will do, sir, it is incorporating today
into these ten land use plans that are underway. We prioritized all
the land use plans that we thought would respond to the Presi-
dent’s energy plan. And this EPCA report will be integrated into
those land use plans so that the public and all stakeholders will
know what we believe the potential will be for oil and gas develop-
ment, so that the people in the West and all people in this country
will know what these land use plans will be looking at, and how
can we go forward given the conflicts with endangered species, as
well as scenic values that we have to deal with, as well as looking
at where these resources are located.

The CHAIRMAN. Now that you have completed the EPCA report,
can you characterize the significant features that the study brought
out with regard to oil and gas availability on Federal lands?

Mr. GRILES. Well, I will give you a quick summary. But I think
that question deserves more than me just trying to do it from the
hip. But I would like to give you a more detailed response for the
record, if I could.

I think that the conclusions I would reach from this is that, yes,
the report showed that a large amount of Federal land, greater
than 60 percent, were open for oil and gas, that it in fact is under
lease, much of it. But what it also points out is that 40 percent of
it is not. And of that 40 percent, it shows that, I believe the num-
ber is in the 30 percent range. And I would like to make sure we
get that submitted to the record, so my guessing is not incorrect.

The CHAIRMAN. Right.
Mr. GRILES. But maybe 30 percent of the potential out there is

in these 40 million acres that are closed. And if we are going to
increase domestic oil and gas production, it is going to be from
those areas which are closed, as well as from those areas that are
open. We can do additional infield drilling. We can do additional
leasing from the areas that are not restricted.

But even in those areas where it is open, we have seasonal stipu-
lations. We have restrictions imposed in those land use plans that
go way back, Senator, to when I was the assistant secretary. These
land use plans go back, in many instances, 15 to 20 years ago.
They do not reflect modern technology. They do not reflect an un-
derstanding of the science. And they do not reflect better ways in
which you can deal with these conflicts.
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So we need to update all these plans, incorporate the other stuff,
and try to get a better public acceptance and understanding of how
oil and gas can be done in the West.

The CHAIRMAN. When you say we must, you mean if the adminis-
tration must do that. Is that correct?

Mr. GRILES. Yes. These are administrative decisions that the De-
partment will reach with these ten high priority land use plans
that are under way right now and should be completed within the
next year and a half.

The CHAIRMAN. Various oil and gas industry experts say that the
number of APDs processed under the administration—that is this
administration—has fallen relative to the previous administration.
How do you explain this trend, if it is so?

Mr. GRILES. Well, I think that may be an accurate number. I am
not going to dispute the number. I will explain it this way, Senator.
What we found when we came is that we did not have these docu-
ments done. And until you have a land use plan that authorizes
the issuance of APDs, you cannot issue them. We found that we did
not have inspectors in the field to inspect the oil and gas areas.

This committee and members of this committee have increased,
and asked for increases in, the budget for BLM. That started even
under the previous administration, increasing the number of in-
spectors out there. Until you get these land use plans completed,
you cannot issue APDs. And so the numbers probably are down.
But they are down because without the authority to issue an APD,
if you issue it, you will just be stopped in the court. That is not
in the best interest of anyone.

The CHAIRMAN. Thank you very much.
Senator Bingaman.
Senator BINGAMAN. Thank you very much.
Secretary Griles, thank you for being here. One issue that I have

been concerned about for some time is that it has appeared to me
that we have not had adequate resources either to process applica-
tions, which of course is a major concern of the industry, or to do
the inspection and enforcement, which is intended to happen, to be
sure that people are actually following the stipulations. Because I
come at this with the idea that not all stipulations are necessarily
bad. In fact, many of them are very important and need to be en-
forced.

And the extent of the conflict is growing, particularly in some of
the basins we are talking about, in the San Juan Basin, for exam-
ple. Your draft statement there that you are still working on.

Mr. GRILES. Right.
Senator BINGAMAN [continuing]. Indicates that you are going to

intend or expect to issue 10,000 to 12,000 new wells or permits to
drill new wells over the next 10 or 15 years. I believe that is rough-
ly accurate. And most all of that is infield drilling.

Mr. GRILES. That is correct.
Senator BINGAMAN. And there is more and more concern by sur-

face owners and others about the impact of this and the failure to
enforce the stipulations that do exist. Do you have the resources
you need to do this job right? I mean, we have been going at this.
When I asked Secretary Norton whether they were going to add 13
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new people up in the San Juan Basin, she said yes, they were. I
am still not confident that that is adequate.

Could you give us your opinion?
Mr. GRILES. I would say I do not know if 13 is adequate or not.

I will tell you that we are very concerned, as you are. I would agree
with all the sentiments you expressed, Senator. Before I came back
into government, one of the things that I worked with you and oth-
ers on the committee on was getting more resources allocated to
BLM to assure we had not only the right to issue and the people
to issue the permits, but to have people on the ground.

We need to make sure that the landowners and the surface own-
ers know that we have adequate trained people that are going to
assure that the stipulations are enforced and met. If we do not do
that, the kinds of conflicts we have seen even in your State that
have arisen in the last 6 months will occur. We have to provide
that assurance.

We are going to be looking at that. The President’s budget asks
for—and I will use a number, I think it is $15 million. That may
not be right. And maybe Patty can respond when she comes up, if
that number is correct—additional monies for additional people.
And those people are not only APD issuers, but also inspectors on
the ground.

I could not agree with you more that we have to make sure that
have enforced and assured that those stipulations are in place.

Senator BINGAMAN. Well, I appreciate your comments very much,
because, you know, one area that is now being looked at by the
BLM for leasing is the Otero Mesa in my State. It is very con-
troversial, a lot of opposition. One of the things that I hear from
the opposition there is that all of this talk about how the BLM will
require that certain stipulations and remediation occur, all of that
is just hogwash, because, in fact, they have not been doing it in the
San Juan Basin. It does not matter what the stipulations say. The
BLM is not going to enforce them. I mean, that is the line that we
hear from various of the groups that are opposed to that drilling.

I have not opposed the notion of drilling in that entire area, but
I certainly do hear some validity in their concerns about whether
or not the BLM is going to be prepared to go ahead and actually
enforce the stipulations that they are saying they would enforce.

Let me ask about another issue, surface use conflicts. We have
a whole bunch of problems. Senator Thomas is, I am sure, very fo-
cused on this issue of conflicts between coal production and coal
bed methane production. What is the department doing to address
those conflicts and get that resolved?

Mr. GRILES. Well, two things. Just from a historical perspective,
Senator, this was a big, very big issue in the late 1990’s and the
early 2000’s. And I do not have any personal knowledge except
what was conveyed to me a few minutes ago by some of the coal
bed methane producers in the audience and some of the coal com-
panies. I was told that the prior conflicts had been resolved in Wyo-
ming. I do not know that is true. I know that is what I was told.
I do not have any personal knowledge except for that information.

It is a fundamental issue that where the Federal Government
has offered and leased coal and offered and leased oil and gas, that
it is provided the rights to two different private parties. And it did
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it back in the 1970’s and 1980’s before there was a knowledge that
coal bed methane had a real value.

So we have a conflict. The BLM adopted a directive about how
it ought to be dealt with. That has helped some. There is a need
potentially for some legislative consideration. Do we need to find a
way, if intractable arguments occur in the future, about how to
mitigate those? I would encourage you to look at that. We will look
at it with you to see if we think legislative efforts are needed.

As I said to you, some of the problems of the past seem to be re-
solved. But it may be something we ought to figure out how better
to assure that it does not occur in the future. The BLM needs to
understand that if it leases for oil and gas and there is a coal lease
there already, it creates an inherent conflict. And it needs to be
sure that that lease reflects some kind of right of establishment.
Those who are first time have the right for the ones who come sec-
ond can compensate and find a way that is reasonable, not through
extortion, but reasonable payment so that values can be acquired.

Senator BINGAMAN. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Bingaman.
Before I yield to Senator Thomas, let me just say, Mr. Secretary

and Senator Bingaman, I was out in New Mexico and met with
Linda Rundell, the new Director of the BLM. And we spoke of the
issue that you just raised. And she is very aware of the conflict
that is brewing between the ranchers and the oil and gas producers
with reference to the stipulations and compliance with them. And
she is busy attempting to set up a plan to figure out just what is
needed, so that there is better compliance so that we do not have
this conflict growing into something that prevents the appropriate
use by both.

It is obvious that under multiple use, grazing is supposed to take
place, and ranching and also oil and gas development. But we can-
not have that continue if in fact one of the users, to wit the ranch-
ers, feel that the production people do not care about their rights
and do not do what they are supposed to do.

So that is going to get done. If we have to find new money to give
them more inspectors and more field people, we are going to do
that. I assure those who are concerned about it that I have already
spoken to the administration. And I am going to work personally
on some of the appropriation matters to make sure they have
enough people to do it. Thank you for raising the issue again, Sen-
ator Bingaman.

Now, Senator Thomas, would you like to proceed?
Senator THOMAS. Yes. Thank you, Mr. Chairman.
I would like to say, as you point out, the two of you, there are

two factors. One is the split, where the surface owner and the min-
eral owner are different. And the other, of course, is where you
have leases for coal and gas. So both of those are very important.

Thank you for being here, Mr. Secretary. Last year Senator
Landrieu and I introduced a bill that had to do with altering the
Federal acreage cap for oil leases. And the productive aspect of it
was not charged against the total. Is the Department supportive of
that sort of an exemption on the cap?

Mr. GRILES. Senator, we very much believe that the chargeability
law needs to be updated. It is a standard that was adopted way
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back in the turn of the century. And it was very low acreage. And
that acreage every 10 or 15 years is changed to reflect what is
going on.

But the consolidation that has occurred in the oil and gas indus-
try and with the greater expansion of oil and gas that has gone on
in the West, it seems logical that we need to have a chargeability
number that reflects the current needs of capital investment, and
also to assure that the chargeability does not inhibit the explo-
ration and development of oil and gas. And I think it has.

We would support your efforts and that of Senator Landrieu to
change the chargeability standard.

Senator THOMAS. Well, the investment issue is really very much
a part of it, as you know. You know, one of the difficulties, of
course, in this whole thing is accessibility and being able to do it
in a fairly timely way. It seems like at least part of the time the
BLM, for example, will go ahead and do the IS’ and start to do the
permitting. And then EPA comes in later and says: Wait a minute.
That is not done properly. And it stalls the whole thing.

It seems like it would make sense if there was a little more co-
ordination in the production of those permits, rather than having
them observed later and sometimes being turned back. What is
your reaction to that?

Mr. GRILES. I agree with you 100 percent, Senator. The Govern-
ment needs to coordinate its activities and its efforts. We have ini-
tiated with the EPA and the State and the local governments. And
we are trying to do in each of these land use plans and EISs a co-
operative agency status so all parties are sitting at the table. And
they all have the opportunity to participate in the decision making
and in the writing of the drafts, so that the final document, when
it comes out, we do not have the dispute, well, I was not at the
table.

In the Dagmar Hills EIS that we have here, Senator, that is ex-
actly what we did. We have all the parties. The governmental par-
ties became cooperating agencies and gave them status so that they
have a legal and a moral obligation to participate. So that we can
say: You are at the table. You have the right to participate. We ex-
pect you to participate. And we are trying to do this at all levels
of government, so that everyone is there. And it is the result of
those very comments.

Senator THOMAS. Yes. I certainly met with Administrator Whit-
man yesterday. And she also seems to be interested in doing that.
From the—you know, particularly in the methane area, the length
of time it takes to get permitting and so on has a great deal to do
with how this thing works out.

The other, sometime we talked about coal and how coal is really
our long-term resource for generation. But you have to have trans-
mission. And you have to have to have right-of-way And I am told
often the most difficult place to get rights-of-way is on Federal
land. How do you react to that?

Mr. GRILES. Well, I would say that is exactly right. We are not
easy to deal with. That is probably a great understatement for
those in the audience——

[Laughter.]
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Mr. GRILES [continuing]. Including the conservation community.
But the fact is, Senator, these are not easy processes to follow.

Senator THOMAS. I know.
Mr. GRILES. FLPMA and NEPA and all the other statutes we

have have historical perspective built in, as well as judicial efforts.
So we have to do it right. And doing it right, we found, takes a lot
of time and effort. It is now 2 years to do one of these volumes,
2 years from the time someone comes to us and says: I need a
right-of-way. Okay. You need an EIS. It takes a long time, probably
18 months at a minimum, to do an EIS. Then it takes the decision-
making process. A record of the decision has to be built. And it goes
through these processes. It is 2 years.

One of the things that I mentioned earlier was the cooperative
effort with the Western Governors and the Western utility cor-
ridors, which includes transmission pipelines, as well as electrical
wires. If we can do that in these land use plans we are doing now,
then that cuts that 2 years down to an application of request and
the processing of the application.

So if we can think through where these corridors are going to be
and do it up front, as we do these land use plans within a swath,
then that stops that. And you do not have to go through the 2
years.

Senator THOMAS. Well, the challenge for all of us is to have ac-
cess and multiple use of these lands, maintain the environment, as
well as being able to do that. So it is a challenge.

I just want to commend Kathleen Clarke and the BLM for work-
ing with DOE and the Forest Service on this thing. I think that
was an excellent effort. And I hope it can be worked in.

Thank you, sir.
Mr. GRILES. Thank you, Senator.
The CHAIRMAN. Senator Alexander.
Senator ALEXANDER. Thank you, Mr. Chairman.
On almost all these issues there is an intersection of the energy

and environment. There is a balance there. And I would like to get
your comments in two areas. You mentioned one. Would you talk
a little more about the new technology that reduces the risk to the
environment? Because that seems to me to be awfully important.
And where that technology might be used to produce the greatest
energy production benefit.

The second area is the idea already used in the law, which was
a part of the—which was a principal, which we talked about in the
mid-1980’s, when I chaired President Reagan’s Commission on
Americans Outdoors. And that was to take some of our revenues
from oil drilling and use it to fill up the land and water conserva-
tion fund.

I wonder if one way to think about building a broader base of
support for additional drilling in the future is to allocate more of
those funds to particularly the State part of the program.

Mr. GRILES. Senator Landrieu is smiling. I cannot imagine why.
Senator LANDRIEU. I am so happy to have a friend over there.
[Laughter.]
Senator LANDRIEU. Not that I have favorites.
Mr. GRILES. I will respond to the latter question first, Senator.

Obviously, the issue of revenue sharing with producing States is
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something that has been before this body for a number of years,
a lot more years than a lot of people have been senators and longer
than I have been in Federal service.

So it is an issue that we struggle with, as to how you incentivize
States and local Government to participate, at the same time how
those resources are going to be shared. I have seen bills that
shared revenue from offshore drilling in 50 States. We do not even
have oceans in 50 States. And yet they are going to get revenues
from it.

So the question is, do you put it in the Federal Treasury and dis-
tribute it or do you give it to all the States?

Senator ALEXANDER. Well, you put it in the land and water con-
servation.

Mr. GRILES. That is one way, sir. That is true. And that is one
that needs to be looked at.

Senator ALEXANDER. As I understand, Federal lands belong to all
the taxpayers.

Mr. GRILES. That is correct.
Senator ALEXANDER. So revenues, if they were to be distributed,

would be distributed in some way to all the taxpayers, would they
not?

Mr. GRILES. That is true. And the administration is always will-
ing to consider ways to find means to allow us to be better neigh-
bors. And also in the conservation field, how do we assure that our
conservation efforts can be enhanced? And that is the kind of areas
that the President is looking at, and how to better do that.

As you and the other Senators look at how to do this, we will be
more than willing to sit down and discuss it with you. In the fiscal
constraints we have today, these are tough issues to deal with. And
we are not unaware of the need to have good conservation on also
revenue sharing to the States and communities that are in fact the
greatest impacted by the exploration and development of the activi-
ties.

So let me move to the first question, if I could, for you.
Senator ALEXANDER. Yes. And I just want to emphasize that

the—I am sure the recommendation came many years ago for that
kind of thinking. But one place it came from was the commission
appointed by President Reagan in 1985 and 1986. And it was a
unanimous recommendation of the commission.

Mr. GRILES. And I was in the Reagan administration. And I re-
member you serving as chairman of that. And you did a great job
for us then, and I am sure you will as Senator, too.

Let me just say that on the technology environmental question,
last week, within the last 2 weeks, I had a company come in and
gave me a CD and showed me new technology of how one can ex-
plore and develop in the most sensitive areas, environmental areas.
And if I could best describe it, it would be like to have ice pilings
driven through the tundra. And the platform would be set on the
ice pilings. And it would move from one set of pilings to the other.
And the impact on the tundra would be almost nonexistent.

The technology growth curve since even in the last 10 years, in
the last 5 years, has been phenomenal. So anything we do in terms
of ANWR, we need to make sure we do not limit the technology.
We need to make sure we have the greatest opportunity for techno-
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logical advances. And that is going on today in a pilot program that
DOE is funding with the private sector to see how in fact it can
best work.

Many years ago, when we had oil and gas drilling, every well had
its own pad. Today we have a small pad, on which wells for direc-
tional drilling can go out from several miles. So the impact is great-
ly minimized. We need to do more of that. We need to find better
ways to do that.

The confluence of good environmental practices and good techno-
logical advances are occurring every day. And we are working with
the industry to make sure those are put in place through stipula-
tions, as well as good practices that the industry is doing.

Senator ALEXANDER. Thank you.
The CHAIRMAN. Senator Burns.
Senator BURNS. Thank you, Mr. Chairman.
Thank you, Mr. Secretary, for coming today. First, to give you

some kind of an idea, as you know, we have extensive coal bed
methane development in the south central part of Montana. We
have completed the EIS up there, which is 900 pages. And we also
have many more pages in the research on how we develop that in
a sensitive way.

Can you give me a time line, or where do we go from here? It
seems like after we complete this EIS and we jump through all the
hoops, it seems like something magic falls out of the air, and we
just—we are stalemated. In other words, there is just the lack of
any activity. There is lack of movement in the Department.

So what are those challenges? How do we jump over that last
hurdle before we start most of the permittings being done? And the
only thing lacking is the green light to start a—what do we have
to do to get over that last hurdle?

Mr. GRILES. Well, Senator Burns, I would like to respond two
ways. First of all, as you probably are aware, in my private sector
I represented a lot of the coal bed methane companies. So I have
a recusal on these particular documents sitting here. So I do not
want to respond specifically to any of the things relating to coal
bed methane, the issuing or permitting. I am not involved in it.

Generically, I can respond this way: Any time the Federal Gov-
ernment is involved, there is a process. And these processes require
people. It requires an understanding. And it requires industry to
produce the best document possible to meet the standards. The con-
fluence of those two in the beginning, in a new area, takes some
time to be done. But we will be happy, I will be happy to have sub-
mitted to the record for you from other people in the Department
who are directly involved and can respond to your question better
than I can, if I could do that, Senator.

Senator BURNS. Now saying that, if you had this big Christmas
tree of things out here of what you think and what is generally ac-
cepted in the scientific community of practices, in the legislative
sense, if you only had a wish for one thing to happen legislatively,
what would it be, so that we might help you and help this country
in its recovery of tremendous energy resources that we have on our
public lands?

Mr. GRILES. Pass ANWR.
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Senator BURNS. Lisa, have you talked to him before this hearing
today?

It is something for—I would imagine in conversation—and, of
course, we have had many of them. But I just want—I want to
really say that the new BLM director is terrific. She is doing a ter-
rific job for you. And we understand that agencies get jerked in all
kinds of directions. And it took a long time to get those laws in
place. We could identify the misuse of those laws, the unintended
consequences of those laws. But it seems like getting them changes
to fit the times is very difficult.

I look forward to working with you and identifying those areas
and make some progress in some areas. We in Montana, I do not
think there is a State in the Union that is more sensitive to the
environment. But we are also very sensitive in the prospects of bal-
ancing our State budget, as in the past, coal, gas, oil, timber, all
of these great resources in mining paid for a lot of roads and a lot
of schools, a lot of public services, in the States that have a large
amount of public lands.

Just to give you an idea, I met with a group that said they were
being denied access to their national forest. Now I know that is not
under your jurisdiction. And he said, ‘‘Those are public lands.’’ He
says, ‘‘By gosh, I’m part of the public. I deserve access to that
land.’’

And I said, ‘‘They also belong to that little, old lady on 5th and
Park Avenue in New York City. And she don’t want you on that
land. And so you go argue with her.’’

That is the conflict. And we have—it seems like we do not have
a framework for dispute resolution. And I would recommend that
somewhere in the bureaucracy that we should form a special—I
know CEQ was supposed to be that answer. But it has been used
for other things, also. But I would recommend that we find some
way, if we have to go outside of government, for dispute resolution.

That is the way we did on a little border problem called the Milk
River in mining in Canada. Three people from Canada were as-
signed to that commission, three people from the United States.
They were from completely outside the industry. And with no gov-
ernment pressure. We resolved that water issue out of that mining
project in Alberta and its impact on the Milk River that, as you
know starts in Montana, comes up into Canada, and then comes
back into—or up into Canada and then comes back in Montana.

That has worked pretty well. And those border disputes that we
get into with our friends to the north and the impact that they may
have on the United States, especially in environmental issues. So
I would—we cannot—our only problem is the border with Wyo-
ming. We do not have any way to take care of that.

Senator THOMAS. Do you see that red light out there?
[Laughter.]
Senator BURNS. I am going to quit right now. But I wish you

would give us some consideration, though. And we might resolve
some of these areas that we think should either, let us say, if we
are going to say no, let us say no and move on. If we say yes, let
us say yes and move on. And I think that is what the industry is
looking for, is a decision to move.

I congratulate you and thank you for coming today.
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Mr. GRILES. Well, thank you, Senator. I—within the context of
these decisions, they are never easy. Multiple use is just that. And
it means there has to be a balance reached in all of these decisions.
And yes, you are right. These lands belong to all Americans. And
they need to be protected and managed for all Americans. And that
is a difficult choice that we have to make every day within the De-
partment of the Interior.

I do not go outside of Interior to get in a fist fight. The Fish and
Wildlife Service and Park Service, the BLM, Bureau of Reclama-
tion can all be arguing for the exact same piece of land for entirely
different missions. And as they go through the resolution, all of a
sudden the BIA shows up and says it belongs to an Indian tribe
who has a claim on it. So we have those debates at Interior.

Kathleen Clarke is a wonderful Director of BLM. She is trying
to put the right people in the field in these State directors and the
field offices that can work with all the stakeholders, so that the
issues that each of you have raised, that you have confidence that
we are going to take care of landowners’ concerns. We are going to
assure certainty in the processes. And it is going to be an even-
handed, balanced approach to decision making.

I just wanted to say, Senator Alexander, I would like to offer you
an opportunity. You should come up, or the entire committee
should come up, and visit the National Petroleum Reserve, which
we are drilling in Alaska, some very sensitive areas, and see the
technology that is now being employed. I think it would really be
an education that is just evolving almost every day, as to how and
what we are doing within these sensitive environments.

I really would love to accompany you, love to offer you the chance
to come up.

Senator ALEXANDER. Can we come in late June or July?
Mr. GRILES. Absolutely, Senator. And I will be there with you.
Senator BURNS. Now is the time to go, right now.
I just want to offer a comment. And I know we have to deal with

some of these sensitive areas. But I want to—we have to talk about
fish and wildlife and my position on the Appropriations Committee.
End of comment.

The CHAIRMAN. Are you finished?
Senator BURNS. Yes, sir.
[Laughter.]
The CHAIRMAN. Senator Landrieu.
Senator LANDRIEU. Thank you, Mr. Chairman.
I just want to begin by thanking the Senator from Tennessee for

his remarks regarding the land and water conservation fund. I was
really kidding, actually, because every member of this committee
has really contributed in many positive ways to this debate over
the last 6 years. And we represent different States and different
views. But we have made a lot of progress.

I want to thank you for your leadership and, as your service as
governor, leading that effort. I just gave a speech to about 400 peo-
ple yesterday from around the country, Governors and recreational
directors and interests, community activists, environmentalists,
business leaders. And the feeling is very strong out there in this
Nation that we need to continue to pursue more balanced policies
that allow us to make more strategic and significant investments
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in the conservation of our land and management of our land that
we already own, which is brought up quite often on this committee,
and which I agree with, in expanding the opportunities for recre-
ation in urban areas, in small communities, large communities,
and to maintain our wilderness and large national parks.

Senator, you have done an outstanding job, along with many
members. But there is a broad bipartisan grassroots and, my new
phrase top roots, around this country that feel very strongly about
this, Mr. Secretary, as you know.

My second comment, Mr. Chairman, is to thank our Assistant
Secretary Mr. Griles for his comments about the balance that is re-
quired to achieve this and how promising I think—although prices
are high, and we are in the verge of a war, the economy is in a
dip, you would say: How could you be optimistic? Maybe it is be-
cause I think sometimes pain and tightening helps us to focus on
what things we can do.

One of the great things that has happened in these hearings, at
least for me, is clarifying in my mind the difference between the
oil market and the gas market. While we have limited control over
the oil market, we have a tremendous amount of control, Mr.
Chairman, over the natural gas market here in the United States,
and the benefits of natural gas and clean coal. I am more familiar
with natural gas, of course. My State is a huge producer. But the
benefits of natural gas to the environment, lie in the exciting and
extremely promising new technologies that exist to minimize the
impact to the environment.

So what I want to say and then ask a question is, it seems to
me that it is not that difficult, first, to understand why it is impor-
tant to stabilize our gas market, to recognize that it is within our
power to do so. It is not impossible to streamline regulations,
standardize regulations, open some public lands—we do not have
to open all public lands, but some public lands—and to include rev-
enue sharing with States and communities, and an increased com-
mitment to stewardship.

I want to show you a couple of charts, Mr. Chairman, if you will
just bear with me, about this stewardship idea. First I want to
show the Gulf Coast drilling in that chart here.

[Chart.]
Senator LANDRIEU. We have been drilling in Louisiana for a lot

of reasons. One, we have a lot of resources. Two—and you will see
that in the whole continental, Outer Continental Shelf, $140 billion
has come from offshore. You can see basically where it has come
from, off the coast of Texas and Louisiana. The red shows that. I
want, Mr. Chairman, for you particularly to be able to see that.

There is a little bit off the coast of California. Now I am not
going to get into that debate right now. But I would just say to you
that we are happy to produce this in Louisiana. We do so for a
number of interesting reasons, which would take me too long. But
one of them is that the Government does not necessarily—they own
the land that you see there. But onshore, private owners own the
land and the mineral rights.

There as a great incentive, because the drilling, benefits of the
drilling, not only went to the Government that got royalties and
fees, but also the private landowners benefitted financially and oth-
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erwise, as I believe is appropriate. Because I think there is enough
money to benefit the Government to benefit the landowners, and to
benefit the land itself, to keep it as pristine as possible and to keep
the water clean. I just believe there is enough money.

With gas at $12, I know there is enough money. But even if it
was at $5, it is a huge amount of money. We are just not distribut-
ing it correctly.

So we have been drilling offshore, of course. The Federal Govern-
ment owns the land. And let me just say to my friend from Wyo-
ming, he and I do this debate. And I am so happy that Wyoming
got $448 million last year from their drilling.

Louisiana sent $5 billion to the Federal Government. And we did
not get anything. Now I am happy for Wyoming to continue to
share in those revenues. But I do think it is important for other
States.

Now I want to show you what happens when you do not spend
your money correctly. Can you all see this picture?

[Chart.]
Senator LANDRIEU. This is 50 years of stupidity. This highway,

Mr. Chairman, is the highway, the only highway. It is two lanes.
There are 1,000 trucks a day, a day, 1,000 trucks a day, that try
to get, if you could visualize Louisiana from somewhere like around
New Orleans, which is south, but they try to get from I-10, to this
little tiny highway. This is it. It is LA-1.

When it rains, it goes under water. This is the highway that 25
percent of the Nation’s energy supply depends on. And while these
trucks are trying to get down the highway, children are trying to
go to school. And so when the bridge closes, the schools close. The
people that work there—now you would think, people in New York
would not put up with this for one second. It is just the way they
are, the way people in California. I mean, you know, we are like
well, whatever. We have been dealing with this for 50 years.

It is ridiculous. So I have asked for a portion of the money to
come back to reorganize this highway, protect the environment,
make it safe for everyone. And that is what this is all about.

My point of showing you this picture is, I do not blame people
in the West, Mr. Chairman, for being upset about drilling on land
that they are using for other purposes. They do not see what they
are going to get out of it. They think their land is going to be dam-
aged. This is the Federal Government’s policy. So why would any-
one with common sense want any drilling anywhere?

But it is not hard to solve. You just fix it, revenue share in the
appropriate ways and make sure that a lot of that money goes for
environmental protection. And then we can have a good, sound
market for natural gas that helps us clean the environment, keeps
the air clean, and keeps prices low.

And the final point I will say about this is if we do not get natu-
ral gas prices stabilized and down, this economy will never recover.
We are going to lose jobs. And instead of losing the 2 million or
whatever we have lost, we are going to lose more, Mr. Chairman.

I thank you for giving me just a few moments. I will pass on my
questions, because you can understand the direction they might be
going. But I look forward to working with you on full funding for
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land and water, proper stewardship, streamlining, and opening up
public access where it is appropriate.

Thank you.
The CHAIRMAN. Thank you very much. We look forward to work-

ing with you on that, having you work with us on a comprehensive
bill. Thank you very much, Senator.

Now we have Senator Murkowski and then Senator Talent.
Senator MURKOWSKI. Thank you, Mr. Chairman.
Good morning to you, Mr. Secretary. And I appreciate all the

lead-ins that everybody has given me. I mean, you have given me
ANWR. There has been some great pictures on how to do it wrong.
I wish I had the pictures on how to do it right. But I appreciate
the invitation that you have extended to all my fellow committee
members to come up to the great State and really see how it can
be done.

I think most people understand that Alaska is huge. We are huge
in just our geography. We are huge in our natural resources. But,
you know, to put it in perspective in terms of our ownership, it is
important to recognize that of the 586,412 square miles that are in
the State, 68 percent of the entire State is owned by the Federal
Government.

I think you need to put that in context of your State, whether
it is Louisiana or Wyoming or Missouri, and say: What would my
State look like if 68 percent of it were owned by the Federal Gov-
ernment? What would be happening within our State?

Within that makeup, in terms of ownership, we have 76 million
acres of wildlife refuges, 51 million acres of national parks, 26 mil-
lion acres of BLM lands, and 23 million acres of national forests.
Million acres. This is huge.

When we talk about what is happening in the Federal lands, and
in our opinion the Federal Government’s obligation to manage
these resources for not only Alaskans, but for all Americans, we are
talking about just huge numbers. And in terms of what is available
up there for America to meet our energy needs, when we look at
the National Petroleum Reserve and the reserves that are available
there, the mean average estimate offered by USGS and Minerals
Management, NPRA contains 9.3 billion barrels of oil and 59.7 tril-
lion cubic feet of natural gas. We are assuming these actual
amounts. We are anticipating that they are going to be higher.

As far as ANWR goes, the estimates there are between 3.5 and
16 billion barrels of oil. We are talking about huge, huge quan-
tities. Our problem, of course, as has been pointed out by yourself
and several other people in the hearings that we have had over
these past few days, is the access to them.

We are glad that we are moving ahead with the leasing on
NPRA. We are looking forward to that and to what we are going
to be seeing out of that. We need to make sure that we are able
to do the same on the coastal plain of ANWR and get moving there
with the recognition that it takes so long to get the energy down
the line to meet the needs across the country. And we have some
serious access issues. But I do not need to tell you about that.

I would ask you to comment a little bit more. When you were
talking about the land use plans and the need to just re-up them,
make them more current, with the recognition that we have en-
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hanced in technology, and you hit just on the highlights of a few.
It is amazing. It is incredible what we have managed to accomplish
in terms of how drilling is conducted, at least in the Arctic, be-
tween the time that we constructed the oil pipeline 30 years ago
and where we are now. It is a technology that I think people could
not have even dreamed of.

When you look to that footprint that we leave, whether—it used
to be multiple drilling pads. Now we are down to one through the
directional drilling. You have mentioned the pads on the tundra.
These are huge advantages. How can we make sure that when we
update these land use plans that we do not limit ourselves to just
the technology of that moment? Because this is going to be critical.
We tie ourselves to a technology that does not exist anymore for
all intents and purposes.

I want to know how we can help you in that regard. What do we
have to do? Is it more PR, or how do we get that message out that
we do do it better?

Mr. GRILES. Senator, I think that there is—specifically, the Na-
tional Petroleum Reserve, we call it the West plan, is now out for
review. It is and has a lot of stipulations in it, some to address and
assure the balance of the environment and the opportunity to drill
for oil and gas are compatible, or at least we understand the con-
flicts. The kind of technologies you talk about, as you say, they are
almost space age in comparison to where we were 30 years ago.
And they are.

One of the things that we are encouraging, not only these land
use plans, but in the lower 48 as well, is what I call an adapted
management principle. And how that works is, instead of making
all the decisions black and white, you have to allow for discovery
science and new technology. And you set up an advisory committee.
And you let that advisory committee have the authority in the land
use plan to go back and look at the stipulations and see, okay,
what in fact science has occurred since that land use plan was com-
pleted.

What have we learned? And that advisory committee can set up
a subcommittee of experts and come back to the advisory commit-
tee. And the advisory committee can make a recommendation to
the State director of BLM to modify them without going through
another 2- to 3-year planning period. And all the interest groups,
conservation groups and industry groups, can participate in adapt-
ive management principles.

And this allows us to assure that modern technology, and if we
find that we have an endangered species that we did not know it
was there, that occurs, we can modify those stipulations to account
for that, without going through this laborious planning process that
we have set in place.

But what that means, it means that all the affected parties have
to be willing to be there and participate and make sure it happens.
And they have to be willing to allow for flexibility. And that is
what we are encouraging in all of these land use plans.

Heretofore, we said you cannot drill or you can drill. And in
many instances, neither answer was right, because we did not
know what the technology changes were going to be. And we really
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did not know what the science was on those sites until we had a
full monitoring of the exact site.

Sometimes an endangered species would never show up during
drilling season. But the stip says you cannot drill from April to
May, because that is when they are supposed to be there. So we
find out they are not there. Let us drill. If we find out they are
there, when we did not think they were going to be there, you
should not drill, but they were authorized to drill.

The adapted management principles, in my opinion, will create
some uncertainty for industry, but it also creates the certainty that
we can do the best way to manage those kind of activities.

NPREs, there were stipulations imposed in that plan 2 to 4 years
ago that are not reflective of the technology today. One of the
things the BLM is going to go back and look at is in the NPRs land
use plan that was adopted, do those stipulations need to be reflec-
tive of new technology? And can we, in fact, not make them black
and white, but ways to look at them so we do not inhibit the oppor-
tunity for exploration, and we assure that the environment is going
to be protected?

So we are going to do those. And we are going to be reviewing
that again. So those are the kind of things specifically you have
asked that I hope respond to your question.

Senator MURKOWSKI. Well, I just hope they work.
Mr. GRILES. I think they can work. I think the responsible opera-

tors that you and I know that are in Alaska can make it work.
They will make it work. We in the Government have to be partners
with them and assure that they are in fact doing it and they are
doing it right. And in that regard, the environment is protected,
and the American people may get the energy that is there.

Senator MURKOWSKI. Thank you.
The CHAIRMAN. Thank you very much, Senator.
Senator Talent.
Senator TALENT. Thank you, Mr. Chairman.
Let me just ask the witness, because I have been reading

through the different statements of the witnesses who are to come.
And they present vastly different pictures in a very broad sense of
what is happening on our public lands, which is not uncommon in
terms of these kinds of hearings.

Mr. Bayless is saying that basically most of the land is unavail-
able for leasing and exploration either in theory or in practice or
both. And Mr. Alberswerth is going to testify that most of the land
is in fact available for leasing and exploration, and that leasing
and exploration is up and is increasing. And it is at an intense
level of activity.

I think that is a fair summation of both men. I am not trying
to put—they are both going to have an opportunity to testify. And
I am trying to be as neutral as possible in summarizing them both.

This, of course, is an example of the kind of situation that people
in my position are put in. I cannot go out over all of the public
lands and get a sense of what actually is happening on my own.
Which in your view is correct, if you would care to speculate? And
I am going to ask both those witnesses that, if I am still here and
can do that.
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And second, how can we get some kind of a system of reliable
estimations and information? So that people who are in positions
we are in have a reliable basis of facts to go on. And I am not say-
ing that your department is. And I am sure it. But, I mean, you
see? We get diametrically opposite, at least in a general sense,
statements about what ought to be questions of fact. These are not
opinions about which interest we ought to weigh more or less.
These are statements of fact about the situation.

So would you care to comment on that?
Mr. GRILES. Well, I think that is a legitimate question. And I am

sure both witness will respond to your concern. And they can——
Senator TALENT. If you do not want to comment——
Mr. GRILES. Oh, I am more than happy to comment, Senator.

That is one thing you will find about me, unfortunately.
Senator TALENT. Okay.
Mr. GRILES. You know, I am not going to say either one is right

or wrong. This report says the following, that about 60 percent of
the land is open for exploration and development. Mr. Bayless will
say, yes, but the 60 percent, you put stipulations on them that say
90 percent of the time I cannot be on the land. So it is not open.
It is closed. And it is only open 10 percent of the time.

Senator TALENT. Let me just interrupt for a second. So when Mr.
Alberswerth says that—and he will speak for himself. I am not try-
ing to—because I like witnesses to comment on other witnesses are
saying. That is the only way we reach any conclusions here. He
says 85 percent of the technically recoverable oil and 88 percent of
the technically recoverable natural gas resources underlying Fed-
eral lands in this region of the country are currently available to
leasing and development.

He is talking about total amounts of energy. And you are talking
about acreage. Is that the reason for the difference?

Mr. GRILES. Well, he is using a resource number of what is tech-
nically recoverable oil and gas. And let me give you a little bit of
information on that.

First of all, on the acreage basis, you know, we can—this report
is as good of information as you are going to get on it today. If you
use a technically recoverable number, 5 years ago, you would have
said the amount of oil and gas that is in the Powder River Basin
was maybe 2 tcf. Today it is maybe 30. Until you drill, until you
open it, until you look at it, it is all a guess.

So when you get into the numbers of what the resource number
is, is it economically recoverable? Is it technically recoverable? Is
it a resource? So these numbers are science numbers. But they are
science based on intuition, which people like sit around the table.
They say, well, my estimate is this. Why is that? My estimate is
this. Why is that? And they try to come together with some consen-
sus over the number.

But they will always have a range. And the ranges will be based
on technological considerations and economical considerations. And
science and government uses those kind of ranges. And so when
you ask the question, you can get three different answers. And
guess what? They are all right. They are all right, based on the as-
sumptions they make, as well as the question and the way it is
asked.
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I think the U.S. Geological Survey, the Bureau of Land Manage-
ment, and those agencies are the best. And any time you have a
question, I will be happy to have them respond. But they should
never give you one answer. They should give you a range of an-
swer, because there is not one answer, because we do not all the
answers. We can tell you what our best guess is.

So these gentlemen will be responding. And I hope they will be
fair with you about that. They are always estimates. And they are
based on the assumptions they make. And you should ask them:
What are the assumptions you are making? If you change that as-
sumption to something else, what would the answer be?

In terms of the lands that are open, a lot of lands are open. So
the sources that we know about have been drilled. They have been
discovered. Where do you find and what do you project the undis-
covered resource? It is going to be in the undrilled lands. So when
you talk about undiscovered guesstimates, they are going to be on
the undrilled land.

So you have to look at that is where maybe 40 percent of the
area is not open. And so that is how these numbers play out, Sen-
ator. And sometime when you have a moment, we will sit down
and we will go through some of these.

Senator TALENT. I understand. And hearing formats are not nec-
essarily the best one for resolving these things. But I wanted to at
least raise the issue.

Mr. GRILES. Absolutely.
Senator TALENT. I thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator.
I think we had better proceed to the next panel. Could I just

make one observation, as we change panels, Senator Talent? One
of the problems is, in addition to the one you raised, is that fre-
quently we think we have done something that we have not. And
so we change the law and assume that this and this and this is
going to happen. And it takes 5 years. And we find out that we did
not because of what is happening in the field, in the courts, in the
interpretations.

It appears to this senator that we have an opportunity because
a lot more studying has been done, as we prepare for this bill than
before, to make some decisions as to whether we want to stream-
line some of the processes or not, and to understand which ones we
are streamlining, and they pertain to which lands. Those will be
tough votes, because some people will assume that if you stream-
line, you destroy something that is very sacred.

We have so much land that is not producing that many people
assume could produce, and we have a shortage of both natural gas
and crude oil, that we have to make some decisions on where
should some risks be taken. Should it all be absolutely certain, or
should we take some risks? And which way would we, in making
risks, which way would we move the teeter-totter? And I think it
is time to take a few risks on open public lands, especially where
there is—we are not speaking of a wilderness. We are not speaking
of a national park. We are speaking of other public lands that are
multiple use lands.

Mr. Secretary, appreciate it very much. And our staff will be
working with yours as we prepare to use those documents which
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you have given us. We understand they are going to be very help-
ful. And we thank all those who worked so hard to prepare them.

Mr. GRILES. Well, Mr. Chairman, thank you so much for the op-
portunity to be before you. I look forward to working with all of you
as we go forward.

The CHAIRMAN. Yes, indeed.
The next panel is made up of Robert Bayless, Jr., from Farming-

ton, New Mexico, Independent Petroleum Association; Steven Leer,
Arch Coal; David Alberswerth, Wilderness Society of Washington.

[Pause.]
Senator Talent, were you going to introduce one of the witnesses?
Senator TALENT. Yes, with your permission. Thank you.
The CHAIRMAN. Would you do that, please?
Senator TALENT. Thank you. I appreciate that, Mr. Chairman.
We are pleased in Missouri to have the headquarters of Arch

Coal, with produces roughly 6 percent of the electricity used by
Americans each year. And I am grateful to have them there and
appreciate the opportunity to introduce today the president and the
CEO of Arch Coal, Mr. Steve Leer. Steve is an outstanding indus-
try executive and a member of our community. I look forward to
this opportunity to introduce him and, as a member of the commit-
tee, to hear his testimony on these important issues. And I thank,
Mr. Chairman, for the opportunity to do so.

The CHAIRMAN. Thank you very much, Senator.
Senator TALENT. Thank you for being here today.
The CHAIRMAN. We will proceed with Mr. Bayless first. Thank

you so much for coming up here and giving us of your time. And
we appreciate hearing from you;. Your remarks will be made a part
of the record, as will the remarks of all the witnesses. If you could
proceed to streamline and make your remarks as brief as possible,
we would appreciate it.

STATEMENT OF ROBERT L. BAYLESS, JR., PRESIDENT, INDE-
PENDENT PETROLEUM ASSOCIATION OF MOUNTAIN STATES

Mr. BAYLESS. I will attempt to do that. May I also, before I make
my remarks, add to the record a brochure that my organization,
IPAMS, has prepared. It has many of the facts that we have dis-
cussed today.

The CHAIRMAN. It will be done.
Mr. BAYLESS. Thank you.
Mr. Chairman, members of the committee, I am Rob Bayless

with Robert L. Bayless Producer, L.L.C., and this year’s president
of the Independent Petroleum Association of the Mountain States,
IPAMS. Today I am testifying on behalf of IPAMS and the Inde-
pendent Petroleum Association of America.

I would like to thank the committee for focusing its attention on
the significance of Federal land in developing a sustainable na-
tional energy policy. There are three points that I would like to
make today.

First, I would like to call attention to the disconnect between
policies that increase demand for natural gas and policies that re-
strict the access to supplies of natural gas.
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Second, I would like to address industry’s ability to meet future
demand and the important role that Federal lands and land man-
agers will play in that effort.

And third, I will address some of the misperceptions that I be-
lieve are limiting a constructive dialogue on how to improve the
management of oil and gas and development on public land.

Over the last two decades, there has been a growing disconnect
between policies that encourage demand for natural gas and poli-
cies that restrict access to new supplies. This policy disconnect is
a root cause of the high prices and volatility currently being ex-
pressed in the marketplace.

Further, because many people are unfamiliar with the impedi-
ments that encumber natural gas development on Federal land,
some question the gas industry’s ability to meet the Nation’s future
demand. Natural gas producers can meet the Nation’s future need
for energy. But the Federal Government must play an important
role. It is, after all, the single largest owner of natural gas reserves
through its land holdings.

The Federal Government must partner with industry to ensure
the efficient and environmentally responsible development of its re-
sources to meet current and future demand. Largely considered a
frontier with great potential, the Inter-Mountain West has a strong
track record that earns it broad enthusiasm. The region not only
produces nearly 20 percent of the total natural gas in the lower 48,
it is also the only region that has consistently experienced growth
in production over the last 30 years. And the best news is that it
still contains more than 40 percent of the Nation’s estimated and
proven reserves.

My third point is that misperceptions about the Inner-Mountain
West have frequently clouded important policy discussions. mem-
bers of Congress have been regularly misinformed and mislead
about what is actually occurring on public lands. Congress has
been told that 95 percent of Federal lands in the Inter-Mountain
West are available for leasing. This is inaccurate. A recent report
by the Department of the Interior sets the record straight, showing
that 36 percent of the region is off limits to leasing.

Another common misperception is that Federal lands in the re-
gion have seen a rapid influx in drilling over the last 2 years. In
reality, 30 percent fewer wells were drilled in 2002 than in 2001.
And the number of wells drilled in the United States in 2002 was
approximately 80 percent less than in the early 1980’s.

Reports about an onslaught of development on Federal lands
have been pervasive, but also inaccurate. The Inter-Mountain West
has shown strong production growth over the last decade. But only
5 percent of the Federal mineral estate in the region is both leased
and currently producing.

There are also misperceptions regarding the rate of new permit-
ting on public lands. Some groups have claimed that it is accelerat-
ing. Having analyzed the BLM’s own data, we find evidence to the
contrary. An application for permit to drill, an APD, that, according
to BLM guidance should take 30 days to process, takes on average
137 days to be approved.

Despite the best intentions of BLM leadership, agency perform-
ance, in the processing of applications, decreased by 60 percent in
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* Figures 1-8 and the appendix have been retained in committee files.

2000. What is worse, the level of uncertainty has grown. Last year,
companies seeking permission to drill waited as long as 370 days
for Federal approval. In just one year, the average permitting time
has nearly doubled.

I mention BLM performance not to disparage their efforts, but to
draw attention to the needs of an agency that is inadequately fund-
ed and desperately in need of additional staff and new technology.

In closing, I would like to reiterate that our industry can meet
the Nation’s growing demand for natural gas. But it will occur one
well at a time. Meeting this future demand will provide a partner-
ship between industry and Government. Policies that provide ade-
quate and timely access to the resource will bring gas to market
more quickly and help stabilize gas prices.

IPAMS and IPAA stand ready to aid Congress and the adminis-
tration in reducing the barriers to the appropriate development of
the abundant resources on Federal lands.

Thank you.
The CHAIRMAN. Thank you very much.
[The prepared statement of Mr. Bayless follows:]

PREPARED STATEMENT OF ROBERT L. BAYLESS, PRESIDENT,
INDEPENDENT PETROLEUM ASSOCIATION OF MOUNTAIN STATES

Mr. Chairman, members of the committee, my name is Robert L. Bayless, Jr., Ex-
ecutive Manager of Robert L. Bayless, Producer LLC, and this year’s President of
the Independent Petroleum Association of Mountain States (IPAMS), based in Den-
ver, Colorado. Today, I am testifying on behalf of IPAMS and the Independent Pe-
troleum Association of America (IPAA). IPAA and IPAMS represent virtually all of
the independent oil and natural gas producers across the nation. Independent pro-
ducers drill 85 percent of the wells, and produce 40 percent of the oil and 65 percent
of the natural gas in the United States.

I would like to thank this committee for focusing its attention on the significance
of federal land in developing a sustainable national energy policy. Policies that ei-
ther limit or encourage energy development on federal land have very real con-
sequences. Policies that promote the use of a particular energy source, yet fail to
provide for the necessary and orderly development of that same resource are pre-
disposed to failure. Such has been the predicament of policies that address natural
gas.

There are three main points I would like to make today. First I would like to call
attention to the growing disconnect between policies that increase demand for natu-
ral gas, and policies that restrict access to supplies of natural gas. Second, I would
like to address industry’s ability to meet future demand and the important role that
federal lands and land managers will play in that effort. Finally, I will address some
of the misperceptions that I believe are limiting a constructive dialogue on how to
improve the management of oil and gas development on public land.

Over the last two decades, a disconnect has grown between environmental policies
that encourage demand for natural gas, and federal land management policies that
restrict the development of new supplies of natural gas. This policy disconnect is
a root cause of the high prices and volatility currently being expressed in the mar-
ketplace. Furthermore, because most people are unfamiliar with the many impedi-
ments that encumber natural gas development on federal land, some question the
gas industry’s ability to meet the nation’s future demand for natural gas.

Natural gas producers can meet the nation’s future need for natural gas, but the
federal government must play an important role. The federal government is the sin-
gle largest owner of natural gas reserves through its land holdings. The federal gov-
ernment must partner with industry to ensure the efficient and environmentally re-
sponsible development of these resources to meet current and future demand.

In the Inter-Mountain West, a gas industry/government partnership will be criti-
cal since more than half of the mineral estate is owned by the federal government
(figure 1).* Largely considered a frontier with great potential, the Inter-Mountain
West has a strong track record that supports the broad enthusiasm for the region.
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The region not only produces nearly 20 percent of the total natural gas production
in the lower 48, it is also the only region that has consistently experienced growth
in natural gas production over the last 30 years (figure 2). And, the best news is
that it still contains more than 40 percent of the nation’s estimated and proven re-
serves (figure 3).

My third point is that misperceptions about the Inter-Mountain West have fre-
quently clouded important policy discussions. In short, I believe that Members of
Congress have been regularly misinformed and misled about what is actually occur-
ring on public lands.

For example, Congress has been told that 95 percent of federal lands in the Inter-
Mountain West are available for leasing. So pervasive is this misinformation that
it is often quoted in hearings on both sides of the Hill. However, a recent report
by the Department of the Interior (See Appendix for more on the EPCA Report) sets
the record straight, showing that 36 percent of the region is off limits to leasing.

Another common misperception is that federal lands in the Inter-Mountain West
have seen a rapid influx in drilling over the last two years. In reality, 30 percent
fewer wells were drilled in 2002 than were drilled in 2001. To put this in perspec-
tive, the number of wells drilled in the United States in 2002 was approximately
80 percent less than in the early 1980s.

Reports about an onslaught of development on federal lands have been pervasive,
but upon further discovery are also found to be inaccurate. While the Inter-Moun-
tain West has shown strong production growth over the last decade, only five per-
cent of the federal mineral estate in Inter-Mountain West is both leased and produc-
ing (figure 4). Much of the recent growth in production from the region is attrib-
utable to development on state and private lands (figure 5). In Colorado, Utah, and
Montana, production from federal land has not even begun to keep pace with pro-
duction on adjacent private and state lands (figures 6 & 7). In Colorado for example,
per acre production from non-federal land is six times greater than per acre produc-
tion from federal land.

A misperception also exists over the level of protection and environmental analy-
sis required prior to the approval of a drilling project on federal land. Contrary to
popular myth, the time and costs of preparing environmental studies have increased
exponentially in recent years, reaching a level that prevents many smaller compa-
nies from considering projects on federal land. (See Appendix for more on NEPA)

Another misperception involves alleged changes or improvements to the permit-
ting process. Using the Bureau of Land Management’s own data, IPAMS recently
examined the permitting performance for all the BLM offices in the Inter-Mountain
West (figure 8). What we found confirmed our deepest frustrations about the delays
associated with working on federal land. An Application for Permit to Drill, or APD,
that according to BLM guidance should take 30 days to process, takes on average
137 days to be approved. Despite the best intentions of BLM leadership, agency per-
formance in the processing of applications decreased by 60 percent in 2002.

What’s worse, the level of uncertainty has grown. In 2002, companies found it
harder than ever to plan their business around BLM permitting uncertainties. For
example, companies seeking permission to drill waited an average of 137 days, and
sometimes as long as 370 days for federal approval. In just one year the average
permitting time has nearly doubled. I mention BLM performance not to disparage
the efforts of an agency that I believe is truly doing its best in spite of inadequate
funding, limited personnel, and antiquated technology. Instead, I mention these
facts to illustrate that misperceptions and misinformation often prevent us from fo-
cusing on solutions to the many real challenges associated with developing natural
gas on federal land.

In closing, I would like to reiterate that our industry can meet the nation’s grow-
ing demand for natural gas, but it will occur one well at a time. Meeting the na-
tion’s future demand for natural gas will require a partnership between industry
and government. Policies that provide adequate and timely access to the resource
will bring gas to market more quickly and also stabilize prices. IPAMS and IPAA
stand ready to partner with Congress and the Administration to reduce the barriers
in developing the abundant resources on federal lands.

ADDITIONAL TESTIMONY REGARDING ENERGY PRODUCTION ON FEDERAL LANDS

The Independent Petroleum Association of America (IPAA) and the Independent
Petroleum Association of Mountain States (IPAMS) would like to submit additional
testimony for the February 27, 2003 hearing on energy production on federal lands.
Specifically, we would like to address issues involving assessments of the federally
controlled resource base.
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In 2002, RAND released an Issue Paper presenting ‘‘A New Approach to Assessing
Gas and Oil Resources in the Intermountain West.’’ This new approach can be gra-
ciously considered as a well-intentioned misunderstanding of the federal develop-
ment process or more critically viewed as a specious effort to further misdirect the
issues associated with access to the resource base by those opposing its develop-
ment. Taken to its logical conclusion the RAND approach would vest in the federal
bureaucracy the determination of development decisions that are now—and properly
so—a part of the federal permitting process. The federal government has never been
positioned to make economic judgments on the development of its resources—nor
should it be. That is the role of the permitting process. The RAND approach should
be rejected for what it is—a theoretical but inappropriate think tank white paper.

In broad terms, RAND inaccurately presents the role of the recently released
EPCA Study that addresses both the location of natural gas and oil resources under-
lying federally controlled lands and the federal restrictions to accessing these re-
serves. It is essential to put the intent of the study in perspective, which is stated
in the Executive Summary of the report:

It is important to emphasize that this inventory was prepared at the direction
of Congress. It is not a decision making document. The inventory identifies
areas of high and low oil and gas potential and the nature of constraints to the
development of those resources in five basins in the Interior West. Any reas-
sessment of these restrictions on oil and gas activities will occur in public-land
use planning or the legislative process, both of which are fully open to public
participation and debate over the appropriate balance between resource protec-
tion and resource development.

The primary interest in developing this information relates to assuring that the
debate over access is addressing real issues—land where the resources are, the re-
strictions that exist there, and the basis for those restrictions. It is a valuable tool
to get beyond the false arguments that have been made over the past few years that
95 percent of federal lands are available to leasing. With the SPCA Study, these
efforts at misdirection can be avoided.

However, RAND tries to obfuscate the issue by suggesting new factors should be
considered. Specifically, RAND suggests that the determination of resources should
be based on a new test—viable resources. To move from the current approach of de-
fining ‘‘technically recoverable’’ resources—the type of analysis in the EPCA study—
to ‘‘viable resources,’’ RAND proposes three additional factors. These are: (1) explo-
ration and production costs, (2) infrastructure and transportation costs, and (3) envi-
ronmental impacts. All of these are, in fact, elements that go into the ultimate de-
velopment decision for a resource. At issue is not whether they are factors, but how
they will be used.

In the RAND approach, the federal government would assess these issues. While
the environmental impacts of development are an appropriate issue for the federal
government to ultimately address, the economic determinations are not.

In the RAND theory, the federal government would assess whether the wellhead
price was adequate to justify development. RAND even includes a simple graph
demonstrating that its economic assessment in a specific basin diminishes the jus-
tifiable resource to a negligible volume. The RAND theory would also have the fed-
eral government determine if there was adequate infrastructure and transportation
to move the produced oil and natural gas to market.

Simply put, the federal government is not positioned to make these determina-
tions. This is the role of the permit process and capitalism. Currently, those who
believe they can meet the economic challenges of finding, producing, and transport-
ing oil and natural gas drive the development decisions. If they believe they can eco-
nomically develop the resource, they apply for permits to drill. This is a logical and
proper approach. No U.S. Geological Survey assessment of a resource will be as ro-
bust as those who seriously seek to develop it. They will look to more extensive in-
formation and, if convinced, will take the risk to find it. Risk is the key issue here.
The federal government does not bear the burden if its assessment is right or
wrong. But those who want to permit an area do. If they fail, they lose the money.
So, they will carefully choose when and where to develop. They will make the deci-
sions regarding whether the wellhead price is adequate—or will be. They will make
the decisions on whether the infrastructure is adequate—or will be. This is the prop-
er place for these decisions to fall—not the RAND approach of tossing these choices
to the bureaucracy.

The final issue of environmental impacts becomes a part of the permitting proc-
ess. On a case-by-case basis, the federal government makes the decisions regarding
what environmental requirements must be met to develop an area. It has been an
imperfect process for decades. But, it should remain a function that is applied
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through the development of Resource Management Plans and permits. If the envi-
ronmental protection requirements are too severe, they will limit or stop develop-
ment. At the same time these decisions should be based on sound science and prag-
matic management of the environmental needs of each area.

The RAND approach fails a key test—where decisions should be made. It may be
interesting reading, but it is valueless as a policy tool.

Thank you this opportunity to submit testimony. We look forward to working with
the Committee on these important issues in the coming months.

The CHAIRMAN. I think we will proceed to hear the witnesses and
then inquire of them, unless somebody wants to otherwise. Let us
proceed then.

The next witness is Mr. Steven Leer. You have been introduced,
Mr. Leer. Please proceed.

STATEMENT OF STEVEN F. LEER, PRESIDENT AND CEO, ARCH
COAL, INC., ON BEHALF OF THE NATIONAL MINING ASSOCIA-
TION

Mr. LEER. Thank you, Mr. Chairman and members of the com-
mittee. And thank you, Senator Talent, for that gracious introduc-
tion.

As Senator Talent said, I am president and CEO of Arch Coal.
And I am here on the behalf of Arch Coal and the National Mining
Association. I appreciate the opportunity to appear before the com-
mittee and ask that my entire written statement be made part of
the hearing record.

The CHAIRMAN. It will be made a part of the record.
Mr. LEER. Mr. Chairman, we want to thank you for holding these

hearings on the important role of resources found on Federal lands
and how those resources will play in a balanced national energy
strategy. We also want to commend your efforts to produce bal-
anced comprehensive energy policy legislation.

The need for legislation is being driven home daily, as we wit-
ness the stunning run-up in stop market prices for oil and gas over
this winter, prices that will be reflected in the energy markets as
well and will be reflected in our economic performance.

Affordable and reliable energy is a necessity for economic growth.
One of the foundations of our economy is reasonably priced abun-
dant energy. Coal is the fuel of choice for over 50 percent of the
electricity generated in the United States. Low-cost coal-fired elec-
tric generation has tripled since 1970, while criteria emissions are
only 70 percent of what they were 1970.

The CHAIRMAN. Would you state that again, please?
Mr. LEER. Coal-fired electricity is about 50 percent of the Na-

tion’s generated electricity today. Low-cost, coal-fired electric gen-
eration has tripled since 1970, yet criteria emission, as measured
by the EPA, are only 70 percent of what they were in 1970. The
Clean Air Act is working is what that really says.

The CHAIRMAN. Right.
Mr. LEER. With approximately 395 million tons of production in

2001, the latest available data, coal from Federal lands constitutes
35 percent of the domestic production. In the Western United
States, 71 percent of the coal is produced from Federal lands.
These mines on Federal lands directly employ approximately
11,000 workers with annual wages of nearly $500 million. Royalties
paid to the Federal Government were an estimated $337 million in
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2001, with many millions more paid through bonus bids to obtain
the leases.

In 2001, my company paid over $145 million in royalties, bonus
bids, taxes, and fees to the Federal and State governments from a
single mine in Wyoming. That is over 40 percent of the total sales
realization from that operation. And it does not include income tax.

Because coal is a domestic energy resource that is reliable, af-
fordable, and, through the use of clean coal technologies, increas-
ingly clean, coal can and should continue to play a major role in
meeting the energy needs of our Nation in the future. Of the
known Btus in the ground in the United States, 85 percent are in
the form of coal, 10 percent are natural gas, and 5 percent are oil.

Coal production will increase. And much of this new coal will be
from reserves located on Federal lands or lands effectively con-
trolled by Federal policies. BIA estimates that the Nation will re-
quire an additional 300 million tons of coal production per year by
2020. 90 percent of that additional 300 millions of production will
probably be produced from Federal lands.

With coal from Federal lands projected to play an increasingly
important role in meeting our growing energy needs, Federal policy
should promote efficient and responsible production of coal re-
sources. To meet this anticipated need and to fulfill the balance in
environmental and economic visions that I have heard many in this
room articulate, demand limited and focused modifications to the
Federal Coal Leasing Act of 1976.

These changes will help enhance our use of domestic energy in
a time of increasing uncertainty. Neither NMA nor Arch advocate
a wholesale reform of the Federal Coal Leasing Act. However, we
do support the focused modification of a limited number of provi-
sions that, one, no longer reflect the economic and market realities;
two, result in bypass of nearby coal reserves from existing leases;
three, compel inefficient production; and, four, reduce Federal and
State royalties and bonus bid revenues.

Specifically, we propose eliminating the 160-acre life of lease lim-
itation on Federal modifications to mines so that smaller adjacent
tracts of noncompetitive Federal coal that would be otherwise by-
passed can be added to a Federal coal lease. Particularly in the
West, the mines have gotten and larger. And 160 acres is really
something that was appropriate, probably, back in 1976, but is just
inappropriate today.

Giving the Secretary discretion to allow consolidation of leased
reserves that will require more than 40 years to mine, thereby pro-
viding long-term efficiency and orderly development of Federal,
State, and private coal and minimizing the potential for bypassing
nearby coal resources and the attendant loss of Federal and State
royalty and tax revenues. Again, the mines are much larger. Our
largest mine has over $800 million invested and produces over 70
million tons a years, which, to put that in perspective, is 30 miles
of unit trains every day. It is not a train crossing anybody wants
to be at.

Allowing the Secretary to accept the payment of advanced royal-
ties in lieu of continued operations for a total of 20 years and al-
lowing the lessees to apply those paid royalties against actual pro-
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duction beyond the current 20-year limitation, while simplifying
the methodology for computing advanced royalties.

And the last point would be allowing—excuse me, second to last
point—allowing the Federal coal lease to lessee to file its mine plan
with the Secretary later than three years after the issuance of the
lease, but before taking any action on the lease that might cause
a significant environmental disturbance, so that the coal operator
can coordinate his preparation and submission of its MLA plan,
lease plan and mine plan, dealing with the coal resource recovery
with the permit required under the Surface Mining and Control
Act, SMACRA, which addresses the environmental planning and
production measures, as appropriate.

And last point is clarifying that the act does not require a bond
in connection with deferred bonus bid for coal leases while protect-
ing the Federal interests, but that if a lessee fails to pay an install-
ment of a deferred bid on or before its due date, the lease would
revert back to the Federal Government.

These changes recognize the long lead times and the extremely
large capital expenditures necessary to produce Federal coal in the
most efficient low cost and environmentally sensitive manner.

I have reached my time, but I would like to add just one last
comment on some of the other—really, following perhaps Senator
Talent’s point. We talked a bit about coal bed methane and the
Powder River Basin as a huge producer of both coal and coal bed
methane. Really, legislation is urgently needed to provide a statu-
tory mechanism to resolve the mineral development conflicts,
which have resulted from conflicting leases issued by the Federal
Government and since the 1999 Supreme Court decision that re-
versed the previous practice in the Souther Ute case.

This committee has previously reported legislation to provide a
mechanism to resolve these conflicts. And we are eager to work
with the committee to report a comparable measure as a free-
standing legislation or part of a broader energy package.

My prepared statement also does make some comments on the
poorly developed and, I would argue, legally questionable late 2004
service roadless rule. And I think it is imperative of expeditiously
addressing the need for western regional power planning process to
facilitate the siting and construction of necessary generation and
transmission.

Again, I would like to thank you, Mr. Chairman, for all of your
hard work, and the committee’s, because this is very important to
the Nation. Thank you.

The CHAIRMAN. Thank you very much.
[The prepared statement of Mr. Leer follows:]

PREPARED STATEMENT OF STEVEN F. LEER, PRESIDENT AND CEO, ARCH COAL INC.

Mr. Chairman, my name is Steve Leer. I am President and CEO of Arch Coal,
Inc. headquartered in St. Louis, MO. I am appearing here today on behalf of the
National Mining Association (NMA) to testify on the important role energy re-
sources on federal lands, specifically coal resources, have in maintaining the reliable
and affordable supply of energy that our nation needs to support our economy.
Thank you for the opportunity to present the mining industry’s views on this sub-
ject.
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SUMMARY

Affordable, reliable energy is a necessity for economic growth. Domestic, afford-
able and increasingly clean coal provides over 20% of all the energy that is used
in the United States and is the fuel of choice for over 50% of the electricity gen-
erated in our nation today. Nearly 35% of our coal production is from mines on fed-
eral and Indian lands. Over one-third of the nation’s coal reserve is found on lands
owned or controlled by the federal government. Forecasts show that close to 90%
of new production expected to come on line over the next 20 years will be from
mines on federal lands. This statement will discuss the changes in policy needed to
ensure that the vast resources on federal lands can contribute to the goal of energy
self-sufficiency while at the same time ensuring that both the environment and the
economies of the regions in which these resources are located are protected and ad-
vanced.

GENERAL INTRODUCTION

Arch Coal, Inc., headquartered in St. Louis, MO is the second largest coal pro-
ducer in the United States. In 2002, our operating subsidiaries mined nearly 115
million tons of coal—approximately 11 percent of the nation’s production—from sur-
face and underground mines in Wyoming, Colorado, Utah, West Virginia, Kentucky
and Virginia. Arch shipped coal to approximately 140 power plants in 30 states, pro-
viding the fuel for 6% of the electricity used by Americans last year. Arch owns or
controls approximately 3.0 billion tons of coal reserves including reserves on federal
lands.

In 2002, our company mined nearly 70 million tons of low-sulfur, sub-bituminous
coal from our operating mines in the Powder River Basin (‘‘PRB’’) of Wyoming, 7
million tons in our West Elk Mine in Colorado and 13 million tons from three mines
in Utah. This coal is almost exclusively mined on federal lands. One of Arch Coal’s
highest priorities is to operate safe and environmentally responsible mines. We are
very proud of the safety and reclamation performance of our mines and the national
recognition we have received from the Office of Surface Mining (OSM) and the Mine
Health and Safety Administration (MSHA) for our efforts

The National Mining Association (NMA) represents producers of coal, metals and
non-metal minerals, as well as manufacturers of processing equipment, machinery
and supplies, transporters, and engineering, consulting and financial institutions
serving the mining industry. The members of NMA produce over 80% of America’s
coal, a reliable, affordable, domestic fuel choice used to generate over 50% of the
electricity used in the nation.

COAL FROM FEDERAL LANDS IS AN IMPORTANT CONTRIBUTOR
TO A BALANCED NATIONAL ENERGY STRATEGY.

Mr. Chairman we would like to commend you for holding these oversight hearings
on the important role resources found on federal lands play in a balanced national
energy strategy. Energy, whether it is from coal, oil, natural gas, uranium or renew-
able sources, is the common denominator that is imperative to sustain economic
growth, improve standards of living and simultaneously support an expanding popu-
lation.

There is no question that our nation will require more energy in the future both
for economic reasons and to support a larger population. We will use energy more
efficiently due to technological advances, conservation and increased efficiency. But,
we will use more energy. Meeting this demand with reliable affordable energy while
maintaining high environmental standards will be a challenge, but a challenge that
can be met with the correct policies that consider and enhance the role of all energy
sources, including those sources found on federal lands.

THE ROLE OF COAL IN U.S. ENERGY

Coal reserves, which are geographically distributed throughout the US, comprise
the greater share of the nation’s energy resource base. The demonstrated coal re-
serve is over 500 billion tons, a reserve large enough to support a growing coal de-
mand for over 200 years. In 2002, 1.1 billion tons of coal were produced in mines
located in 26 states. Coal, or electricity generated from coal is used in all 50 states.
The coal industry contributes some $161 billion annually to the economy and di-
rectly and indirectly employs nearly 1 million people.

Last year, close to one billion tons of coal were used to generate over 50 percent
of all electricity used in the U.S. Although this is more than triple the amount of
coal used for electrical generation in 1970, emissions have declined by over one-
third. The Energy Information Administration forecasts show that electricity use
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will increase by another 40% by 2020 and that coal use for electricity will total at
least 1.265 billion tons in 2020, some 280 million tons or 28% more than is currently
utilized. Data supporting the EIA Annual Outlook 2002 forecast shows that over
90% of the increase in coal production needed to meet these new requirements will
come from coal reserves located on federal lands.

Meeting electricity demands will require construction of new power plants includ-
ing coal fired power plants and transmission facilities to move the power to where
it is needed. Although beyond the scope of this hearing, the comprehensive energy
bill that is ultimately passed by the Congress should include provision for incentives
that allow companies building these new plants to assume the risks of commercializ-
ing new advanced clean coal technologies. The mining industry supports legislation
designed to provide a measure of burden-sharing to cushion the cost of improving
the environmental performance of existing coal-based generating facilities and to
stimulate deployment of advanced technologies to further reduce emissions and im-
prove efficiency in new generating facilities.

Coal fired electricity is and will remain the most reliable and affordable electricity
available. Electric rates in regions dependent upon coal for electricity average at
least one-third lower than rates in regions dependent upon other fuels for electricity.
Forecasts show that these differentials will remain in place over at least the next
twenty years.

Because coal is a domestic energy resource that is reliable, affordable and,
through utilization of clean coal technologies, increasingly clean, coal can and should
continue to play a major role in meeting the energy needs of our nation in the fu-
ture. Coal production will increase and much of this new coal will be from reserves
located on federal lands or effectively controlled by federal land policies.

COAL ON FEDERAL LANDS

Coal mined on federal lands provides a vital portion of the nation’s domestic en-
ergy supply. In 2001 (the latest data available) approximately 395 million tons of
coal, 35 percent of national production, was mined on federal lands. Considering
western production only, 71 percent came from mines on federal lands and, consid-
ering that the majority of privately held western reserves are on lands that are ef-
fectively controlled by federal land policies one can assume that at least this much
or more of the growing western coal industry depends upon federal land manage-
ment policies. Coal mines on federal lands are found in Colorado (68% of production
within the state), Montana (56% on federal lands and another 13% on Indian lands),
New Mexico (26% on federal and 35% on Indian lands), North Dakota (8%), Okla-
homa (46%), Utah (75%), Washington (53%) and Wyoming (85%). In addition, 100%
of Arizona’s coal production occurs on Indian Lands.

Coal produced on federal lands contributes directly to local economies in a positive
way. In 2000, this coal was worth over $3 billion. Production activities provided high
paying jobs for at least 11,000 workers in 2000, paying wages of nearly $500 million.
Considering both direct and indirect economic benefits, coal produced on federal
lands provided employment for nearly 110,000 workers with wages of over $3 billion
dollars. Royalties paid to the Federal Government due to coal produced were an esti-
mated $337 million in 2001. Additionally, several million dollars annually is re-
ceived by the federal government and shared with the public land states from bonus
bids for federal coal tracts.

All the benefits of coal mined on Federal Lands do not remain within the region
as this coal is shipped to electric generators in 30 states. Taken as a whole, coal
mined on federal lands is used to generate over 40% of all electricity generated from
coal, or approximately 20% of all electricity produced in the U.S.

The Federal Government owns about one-third of the Nation’s coal resources,
which are located on approximately 76 million acres of land principally in the West-
ern United States. Western federal lands contain approximately 60 percent of the
total western coal reserve base. An additional 20 percent of the coal resources in
the West are managed or impacted by the Federal Government by virtue of (1) the
commingling of State and private coal reserves with Federal leases and (2) trust re-
sponsibilities for Indian lands.

MINERAL LEASING ACT MODIFICATIONS

As stated earlier, over one-third of our coal reserve is owned or controlled by the
federal government. In the western United States 80 percent of the coal comes from
federal lands. Further, a majority of privately held western coal reserves are on
lands that are effectively proscribed by federal land policies, because of the commin-
gling of state and private coal reserves with federals leases. To meet the demand
described above, limited, focused modifications to the Mineral Leasing Act of 1920
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(MLA) must be made. These changes will also help ensure the nation’s energy inde-
pendence in a time of increased uncertainty.

The MLA authorizes the Department of the Interior through the Bureau of Land
Management to lease federally owed coal for development by private lessees subject
to payments and other lease terms and conditions. Significant leasing of federal coal
did not occur during the first 40 years of the MLA. However, by the early 1970s,
the amount of coal under lease was four times the amount leased prior to 1960, but
actual production had not increased significantly. This raised concern about the
holding of vast coal reserves for speculation and whether the government was re-
ceiving a fair return for the resource.

In 1976, after several administrative moratoriums on coal leasing, Congress ad-
dressed these concerns with the passage of the Federal Coal Leasing Act Amend-
ments Act (FCLAA). FCLAA imposed a series of requirements related to develop-
ment time frames, land use planning, and royalty rates for federal coal leases. Many
of these policies were based upon forecasts of immediate spikes in coal demand and
prices in the wake of the 1973-1974 oil embargo. For example, FCLAA’s legislative
history cites forecasts that predict coal demand reaching as high as 1.4 billion tons
by 1980. Although these events spurred development of western coal reserves, coal
demand never reached the level predicted and coal prices actually declined in real
terms by $10 a ton in just 10 years following FCLAA’s enactment.

In many respects, the coal leasing policies adopted in FCLAA were intended to
address a coal market and industry structure anticipated in a different era. In the
more than 25 years since FCLAA’s enactment, the coal industry has undergone a
substantial restructuring in order to survive a market and price structure that dic-
tates flexibility and efficiency. While there are many features of the federal coal
leasing program that present impediments to the most rational and efficient devel-
opment of federal coal resources, today we focus our testimony on modifications to
a limited number of provisions that: no longer reflect economic and coal market re-
alities; result in the bypass of nearby federal coal reserves; compel inefficient pro-
duction; and reduce federal and state royalty revenues.

These changes recognize the long lead times and extremely large capital expendi-
tures necessary to produce federal coal in the most efficient, low cost and environ-
mentally sensitive manner. Moreover, they reflect the very type of flexibility most
private coal lessors retain in order to assure that their coal resource can be fully
developed so they can maximize their return in the form of future coal royalty reve-
nue.

Coal Lease Modifications: Current law recognizes that it might not always be pos-
sible to determine all the lands to include in an initial lease due to geologic uncer-
tainty or other reasons. In an effort to balance the desire to ensure federal coal is
competitively bid, with the realization that an operating mine may need to add un-
leased federal coal, it was provided that up to 160 acres in the aggregate could be
added to a federal coal lease. This provision would eliminate the 160 acre life-of-
mine limitation on federal coal lease modifications. This provision would allow the
Secretary to add smaller quantities of non-competitive coal to an existing lease out-
side the time consuming lease-by-application process. This valuable tool facilitates
the leasing of small quantities of contiguous coal that might otherwise be bypassed
forever as the coal in question cannot support a stand-alone mining operation. Cer-
tain leases either have met and others are dangerously close to the current limita-
tion.

The Secretary’s discretion in the granting of lease modifications is not unfettered.
43 CFR 3432 allows the authorized officer to modify the lease to include all or part
of the lands applied for if it is determined that: (1) the modification serves the inter-
ests of the Untied States; (2) there is not competitive interest in the lands or depos-
its; and (3) the additional lands or deposits cannot be developed as part of another
potential or existing independent operation. While the lands could be added without
competitive bidding, the government would retain discretion to lease these tracts
based upon its determination whether it will receive the fair market value for the
lease of the added lands, either by cash payment or adjustment of the royalty appli-
cable to the lands added to the lease by the modification.

40-Year Mine-out Requirement: The Secretary should be given the discretion to
allow the consolidation of leased coal reserves into a logical mining unit (LMU) that
will require more than 40 years to mine. A logical mining unit may include federal
leases as well as contiguous lands where the U.S. does not own the coal. The pur-
pose of an LMU is to allow the coal lessee to achieve maximum economic recovery
of federal coal, and where mixed coal ownership exists by combining federal and pri-
vate tracts of coal into one unit for purposes of meeting MLA requirements of dili-
gent development and continued operations. Current law requires that the coal re-
serves of the entire LMU must be mined within a period of 40 years.

VerDate 11-SEP-98 15:15 Apr 30, 2003 Jkt 000000 PO 00000 Frm 00043 Fmt 6633 Sfmt 6621 J:\DOCS\86-709 SENERGY3 PsN: SENERGY3



41

This change would allow long term efficiency and orderly development of federal,
state and private coal and minimize the potential for bypassing nearby coal re-
sources and attendant loss of federal and state royalty and tax revenue. This pro-
posal would not affect the existing requirement of diligent development or continued
operation.

Advance Royalties: The Secretary should be allowed to accept the payment of ad-
vance royalties in lieu of continued operation for a total of 20 years, allow the les-
sees to apply those paid royalties against actual production beyond the initial twen-
ty year lease term, and simplify the methodology for computing advance royalties.
This change would permit the Secretary and federal coal lease holders the flexibility
to manage federal coal resources for maximum return to the federal and state treas-
uries and avoid the compulsion of production that is not warranted by market condi-
tions.

LMUs and individual federal coal leases are subject to the MLA’s requirements
of ‘‘diligent development’’ and ‘‘continued operation.’’ To meet the diligent develop-
ment requirement, a federal lessee must produce the LMU or federal lease’s recover-
able coal reserves in commercial quantities within its initial 10-year period. ‘‘Com-
mercial quantities’’ is defined by regulation as one percent of the lease or LMU’s
recoverable coal reserves. Failure to meet diligent development requirements shall
result in the termination of the lease by the Secretary. The diligent development
requirement cannot be postponed or substituted by the payment of advance royal-
ties. NMA is not suggesting the elimination of the existing diligent development re-
quirement in the MLA.

After the diligent development requirement is met, the lessee must continue to
produce coal from the lease or LMU in commercial quantities defined by regulation
as one percent of the recoverable reserves during the remainder of the lease term.
This is referred to as the continued operation requirement. Any federal coal lease
on which continued operation is not maintained shall be cancelled.

Continued operation is not always possible if the coal producer cannot mine coal
at the prevailing market price. As a practical matter, a lessee must spend tens of
millions of dollars, if not hundreds of millions, in order to lease federal coal, prepare
and process permits, acquire equipment, hire a labor force, and achieve diligent de-
velopment. Obviously, the operator of a mine wishes to continue operating after the
significant costs to open the mine have been expended. However, a currently operat-
ing mine may temporarily lose its competitiveness, due to a number of factors, in-
cluding: increased costs of production due to geology; limited labor supply in rural
areas; changes in prices for competing coals or other fuels such as oil, gas, hydro
and nuclear; changes in transportation costs for coal and competing fuels, which
transportation costs constitute a significant cost to the coal consuming customer;
and shifting state and federal environmental regulations which periodically affect
which coal can be burned in which power plant. When one or more of these factors
arise, an operation is generally idled and when the market dictates, operations re-
sume.

Under current law, upon application to and approval by the Department of Inte-
rior, an operator/lessee may pay advance royalties in lieu of continued operation.
This system keeps royalty income flowing to the government while a mine is idled.
Currently however, the aggregate number of years during the period of any lease
for which advance royalties can be paid in lieu of continued operations is 10. Thus,
a mine which periodically opens and closes as the market dictates, can add to this
aggregate 10 year limitation. Due to the current age of many currently operating
mines exceeding 25 years, and the potential for many additional years of mining at
the same locations, the 10 year aggregate should be extended to 20 years.

When advance royalties are paid in lieu of continued operation, those amounts
can be used to offset production royalties due when coal is again produced. At
present, no advance royalty paid during the initial 20-year term of a federal lease
or LMU may be used to reduce a production royalty after the 20th year of that lease
or LMU’s initial term. This arbitrary limitation should be removed in light of the
longevity of mines producing federal coal.

When advance royalty is accepted in lieu of continued operation, it must be paid
in the amount equal to the production royalty that would be owed on the production
of 1 percent of the recoverable coal reserves and shall be computed on the federal
recoverable reserve estimated by BLM at the initiation of the lease. Determining
this amount is a long and contentious process. Changing the calculation to one com-
puted based on the average price for coal sold in the spot market from the same
region saves considerable federal and industry resources currently expended over
disputes on acceptable valuation methods and more accurately reflects the current
market conditions that idled the mine. Simply put, if the mine is idled, the coal is
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marginal and would find its highest value in the spot market. If the coal actual sale
reflects a higher value, the difference in the royalty is collected at that time.

Due to the shifting competitiveness of various operations, several federal coal
lease holders have been forced temporarily to curtail production and idle mines.
Without the option of extending the lease by paying advance royalties, producers
will be forced to take one of three courses of action: 1) prematurely terminating
leases and walking away from the massive existing investment; 2) pay advance roy-
alties on older leases with no opportunity to recover advance royalties; 3) dump coal
onto the market at distress prices. All of these options will have a negative impact
on the Nation’s energy position, disrupt coal and electricity markets, waste federal
coal resources, cost jobs, and reduce federal and state tax and royalty income.

If leases are terminated, the probability of the location being mined again is
small. Royalty income that would otherwise flow from the payment of advance royal-
ties would cease. Not only would jobs at the subject mine be lost, but so would jobs
in the mine support sector (transportation, construction, vendors, consultants, and
other jobs in the community that support the miners and their families.) Coal that
otherwise would fuel electricity generation would remain in the ground—wasted.

Paying advance royalties without ever recouping the payment would result in the
practical application of a 25 percent royalty on future production. Even if the mar-
ket could bear the price of coal burdened with this levy, which is unlikely, electricity
rates would ultimately reflect this increase.

If federal coal lessees/operators send this coal to market in order to recover at
least a portion of the cost of production, it would compete not just with other federal
coal from the West, but also private coal in markets shared by private coal from
the Midwest and Appalachia. Failure to address these anachronistic provisions in
the MLA will hurt non-federal coal producers in the Midwest and Appalachia. Modi-
fications to the advance royalty provisions do not favor Western coal over Eastern
coal or federal coal over private coal. They just make good sense for America’s en-
ergy future.

Coal Lease Operation and Reclamation Plan: Under current law, before causing
a significant disturbance of the environment, but no later than three years of lease
issuance a lessee must submit for the Secretary’s approval an operation and rec-
lamation plan. NMA supports the elimination of the three year mandate.

This change would allow the coal operator to coordinate the preparation and sub-
mission of its MLA mine plan dealing with coal resource recovery with the permit
required under the Surface Mining Control and Reclamation Act (SMCRA) which
addresses the environmental planning and protection measures. This will eliminate
duplication of resources by both the lessee and the Department while still requiring
the lessee/operator to submit a plan before it takes any action which might cause
a significant environmental disturbance as required presently by the MLA.

Financial Assurances with Respect to Bonus Bids: This section clarifies that MLA
does not require a bond in connection with deferred bonus bids for coal leases. How-
ever, if the lessee fails to pay any installment of a deferred bid, the lease would ter-
minate.

A combination of economic conditions and extraordinary events over the past two
years has caused severe constraints in the surety capacity available to satisfy finan-
cial assurance requirements of the coal mining industry. It is unlikely that in the
near term adequate surety capacity will be available to meet the mining industry’s
financial assurance requirements. The mining industry’s inability to access surety
for various financial assurance requirements imposed under federal and state regu-
latory programs is a product of severe disruptions to the credit markets, and not
a result of any unusual loss experience associated with mining related projects. In-
deed, the surety industry loss experience for mining related bonds are no more, and
often less, than that for the other surety lines. Between 1989 and 2000, for example,
the loss ratio for the entire surety industry was about 28%, while the ratio for min-
ing related obligations was about 25%. However, substantial losses that began to
appear at the end of 2000 through 2002 in the surety industry’s other underwriting
lines of business has resulted in the exit of many primary sureties from the market
and caused the remaining ones to limit their underwriting in all areas. For the min-
ing industry, the inability to access surety jeopardizes the continuation of existing
operations and thwarts development of new operations since bonds are required as
a condition to receive permits or other necessary government authorizations.

Last summer, the House Resource Committee Subcommittee on Energy and Min-
eral Resources conducted a hearing on this emerging crisis in the surety market.
The Subcommittee heard testimony describing how an investment grade company
was unable to access a surety bond at a reasonable price and terms to secure its
deferred bonus bid payments for a federal coal lease. Companies that cannot access
surety bonds for their financial assurance requirements must use cash or cash
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equivalents which compromise their capital and liquidity positions. The effect of
these developments for the federal coal leasing program is that potentially fewer
bidders will participate and bids will be lower than before as companies factor in
the higher expense of posting some form of financial assurance. At the same time,
not requiring a bond or other form of financial assurance to secure future install-
ments for a deferred bonus bid does not pose any undue risk. First, bonus bids must
be paid in five installments with the first due upon execution of the lease. Placing
a lease into production typically exceeds five years so the leasehold will remain
largely undisturbed. If the successful bidder defaults on an installment and is un-
able to cure that default, the Department of the Interior can cancel the lease and
the cancelled lease resold to another prospective bidder.

In sum, this provision protects the government in the event of default without fur-
ther reducing the limited surety capacity available to guarantee performance of
other regulatory obligations.

COAL/COAL BED METHANE CONFLICT IN THE POWER RIVER BASIN

The Powder River Basin of Wyoming and Montana is one of the world’s richest
energy resource regions and includes the largest reserves of low sulfur coal in the
United States. Virtually all of the coal and about 50 percent of the oil and gas re-
serves in the Basin are owned by the federal government and managed by the Bu-
reau of Land Management (BLM) under the Mineral Leasing Act of 1920. Problems
have arisen because BLM issued federal coal leases and federal oil and gas leases
for the same locations in the Basin. When these oil and gas leases were issued coal
bed methane resource development was not contemplated. It was not until a Su-
preme Court decision that the law became clear regarding whether the coalbed
methane underlying federal land belongs to the oil and gas lessee or the coal lessee.

In those areas leased both for coal and oil and gas, disputes over timing of min-
eral development have risen. For safety and operational reasons, concurrent devel-
opment typically is impossible. No statutory measure exists to resolve disputes over
the sequence of mineral development in these areas where the federal government
has ‘‘double leased’’ its minerals. BLM has yet to provide effective guidance to re-
duce the likelihood of these disputes.

In order to achieve optimum recovery of the Basin’s energy assets, legislation that
would provide the necessary statutory direction to resolve these minerals develop-
ment contests should be enacted. The statutory provisions should be used only in
the conflict areas of the Powder River Basin and only as a last resort if private ne-
gotiations and BLM administrative policies prove to be inadequate.

Absent a statutory mechanism, coal production could be delayed, blocked or jeop-
ardized by the inability of the coal producer to meet FCLAA’s diligence require-
ments and, as a consequence, forfeiting its lease and/or reducing royalty revenue to
federal government and states if coal is bypassed on active operations. Bonus bids
paid to the federal government, and shared by the state, could also be diminished
as a consequence of the bidder uncertainty over whether the coal leased can be eco-
nomically and timely developed.

This committee has previously reported legislation to provide a mechanism to re-
solve these conflicts and we are eager to work with the committee to include com-
parable provisions either as free-standing legislation or as a part of a larger energy
package.

U.S.DA FOREST SERVICE ROADLESS AREA CONSERVATION RULE

As the roadless rule was being developed in the late1990s, the mining industry
sought meaningful maps from the Forest Service that identified the areas affected
by the proposed rule. Other than large scale maps available to the general public
on the Forest Service’s roadless area web site, NMA members were given no maps
nor descriptions on which a coal operator could base operational decisions. Ulti-
mately, coal operators with reserves underlying or adjacent to lands administered
by the U.S. Forest Service developed their own maps for Colorado and Utah and
provided copies to the agency. These maps showed that in several locations the
roadless area boundaries overlaid existing federal coal leases and other significant
coal resources.

The roadless area boundaries are based on a 20-year old inventory and were never
field-verified to establish whether the areas in question still retained the roadless
values the rule supposedly was designed to protect. Neither the Forest Service nor
any other federal agency has made an effort since the promulgation of the rule to
undertake such verification.

While implementation of the rule was enjoined by the U.S. District Court in
Idaho, operations located on Forest Service administered lands continued with mod-
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est delays as a result of federal agency concerns about the roadless area boundaries.
Since the 9th Circuit Court set aside the District Court injunction, affected oper-
ations on and adjacent to Forest Service administered lands have been subject to
noteworthy delays and uncertainties.

Many of the coal mines that are impacted by the roadless rule are underground
operations that do not cause the surface disturbance that is associated with surface
mining operations but do need access to the surface to construct and maintain ven-
tilation and other systems essential to the health and safety of miners. Many of
these systems must be in place in advance of extraction. Others, such as fire sup-
pression systems must be accessible instantaneously in the event of emergency.

Unless unexpected and immediate access to surface areas overlying operations is
certain, no mine operator will develop underground coal already under lease. Unless
it is certain that reserves lying beyond initial-leased areas will be available for leas-
ing in the future, capitol for any mine development will not be available. To over-
come these obstacles, a process must be established by policy, rule, or legislation
whereby the roadless area boundaries can be identified and modified based on cur-
rently existing roadless values in a timely manner. Whatever the mechanism, the
process must be flexible, predictable and timely.

ELECTRIC POWER PLANTS BUILT NEAR WESTERN COAL FIELDS CAN PROVIDE RELIABLY
AFFORDABLE ELECTRICITY, BUT CHANGES NEED TO BE MADE IN HOW TRANSMISSION
LINES COST JUSTIFIES, FUNDED AND PERMITTED.

Low cost coal and hydroelectric generation are the two reasons electricity is af-
fordable in the U.S., by providing over 60% of the electricity in the Western U.S.
and well as the U.S. as a whole. The West in particular, and the the U.S. in general,
have benefited from locating this generation where the natural resource is located
and building high voltage transmission lines to deliver the affordable energy to the
load. The West as in most of the U.S. completed the last of these major low cost
generation and transmission expansion over 20 years ago. Since that time, the elec-
tric load has grown by 60%, but little new low cost generation has been added and
the transmission system has expanded by less than 20%. The Western power crisis
two years ago as well as the current price run up that is working its way through
the country but especially the Northeast is significantly attributable to the lack of
transmission to move low cost generation to the high cost areas which are trans-
mission constrained. In order to stabilize electricity prices and continue to provide
affordable electricity in the U.S., new low cost coal generation needs to be built
along with the associated transmission lines. The most significant barrier to adding
this low cost generation is getting the necessary transmission built.

There are three fundamental obstacles to getting transmission built in the U.S..
The first is having a regional transmission planning analysis which will show eco-
nomic value via reduced power prices by adding major transmission lines in con-
junction with new and existing low cost generation. Such planning and cost/benefit
analysis does not currently exist but is sorely needed to convince and provide sup-
port to the State regulators and public officials of the need for these new and/or up-
graded transmission lines. This is especially true in the West where three Regional
Transmission Organizations bifurcate the West. The Western Governors have pro-
posed a voluntary region wide planning process, however the effort is sorely in need
of funding and, without official standing, is unlikely to make timely or useful
progress.

The second obstacle to getting new transmission built is having a mechanism to
allow customers who are hundreds if not over a thousand miles away from the low
cost generation fund on a long term basis part of these transmission lines so they
can receive the benefits of this low cost remote generation. The lack of a truly re-
gional and in the West, Westwide transmission planning and rate setting entity pro-
hibits customers far away from low cost generation to advocate and pay for these
valuable transmission projects which are associated with new affordable generation.

The final obstacle to getting new transmission built is the timing, siting and per-
mitting processes. This obstacle will only be apparent once the first and second
transmission obstacles are removed. No project will get to the siting and permitting
phase unless it has recognized cost/benefits and can be funded, hopefully in part by
those who will benefit from the lines being built. While siting and permitting is dif-
ficult, the West appears to have a protocol developed by the Western States and the
Federal land and environmental agencies that have jurisdiction over some element
of siting and permitting transmission lines. This joint protocol is intended to enable
a single coordinated review of the siting and permitting issues to timely process
transmission applications. I would add that it may useful to have the DOE take the
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lead moving these projects through the siting and permitting phase similar to what
occurred via Executive Order to address the California energy needs.

The CHAIRMAN. You know that the issue you raised is very sen-
sitive to some of the Senators for their respective States. And we
are going to try our best to resolve that issue.

Mr. LEER. Thank you.
The CHAIRMAN. Mr. Alberswerth, we welcome you here. Would

you please note that your testimony is going to be made a part of
the record and proceed, please?

STATEMENT OF DAVID ALBERSWERTH, DIRECTOR, BUREAU
OF LAND MANAGEMENT PROGRAM, THE WILDERNESS SOCI-
ETY

Mr. ALBERSWERTH. Thank you very much, Mr. Chairman, for in-
viting me today. As predicted by Senator Talent, my views on the
new EPCA report are quite different from Mr. Bayless’. And I will
briefly try to describe those differences. And my remarks today
focus on the availability of onshore Federal oil and gas resources
in the Rocky Mountain States.

The vast majority of Federal oil and gas resources within the
Rocky Mountain States is currently available for leasing and devel-
opment and has been for a long time. That is the inescapable con-
clusion to be drawn from the Interior Department’s recently re-
leased EPCA report. It concludes that 85 percent of the technically
recoverable oil and 88 percent of the technically recoverable natu-
ral gas resources underlying Federal lands in this region are cur-
rently available for leasing and development.

Interesting, if you add to those amounts of technically recover-
able oil and gas estimates, the oil and gas on non-Federal lands,
that would be State and private lands, the amount of technically
recoverable oil and gas is even greater.

The CHAIRMAN. Why has it not been recovered? Why has it not
been used?

Mr. ALBERSWERTH. I believe that a lot of it is being developed.
I think the estimates include resources that are currently under
development. There are several different categories that that report
discusses, including those lands that are currently under develop-
ment, sir.

The CHAIRMAN. Those numbers are not the same. The amount
that is available is not the amount that is producing, is that not
right?

Mr. ALBERSWERTH. That is correct.
The CHAIRMAN. I am asking why, if there is so much, why is so

little producing?
Mr. ALBERSWERTH. I believe that there is—well, as I understand

it, there are about—about 11 percent of our natural gas is coming
from Federal lands. I think that includes the OCS.

The CHAIRMAN. That begs the question: How much of the Federal
land is not producing natural gas that is available for natural gas?
And how much of it that is available for oil is not producing oil?
Do you know?

Mr. ALBERSWERTH. That, I cannot tell you, sir.
The CHAIRMAN. Would it not be a lot?
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Mr. ALBERSWERTH. I think that the point of the EPCA report was
to report that there is a great deal of Federal oil and gas that is
in fact available for development. And in fact there is a lot that is
being developed and explored for currently.

The CHAIRMAN. I guess my question is: Is the industry not inter-
ested in developing that that is not currently being used, or why
is it not developing it?

Mr. ALBERSWERTH. Oh, no, sir. I believe the rest of my statement
goes into how much development is—to give you a sense of how
much development is taking place. We believe that—it appears to
us that oil and gas development is a very robust activity on the
Federal lands.

The CHAIRMAN. Proceed.
Mr. ALBERSWERTH. Okay. Thank you, sir.
For example, according to the Bureau of Land Management,

there are currently over 94,000 producing oil and gas wells on the
public lands that it manages. In 2001, the BLM permitted a record
4,850 drilling projects on BLM lands, which was up from 3,400 per-
mits issued in fiscal year 2000. The recently released Powder River
Basin environmental impact statement projects development of
over 39,000 new wells in the Wyoming portion of the Powder River
Basin—this was one of the documents that Mr. Griles is submitting
for the record—and between 10,000 and 26,000 new wells in the
Montana portion over the next 10 years.

The new reasonably foreseeable development scenario for the
Farmington resource area in your State projects a development of
close to 10,000 new wells during the next 20 years, an area that
already has 19,000 producing oil and gas wells. I think the point,
sir, in response to your question is that the oil and gas program
of the BLM is a very robust one on the public lands.

These facts and trends and the recent findings of the EPCA re-
port contradict claims that there are too many restrictions or im-
pediments that inhibit industry access to oil and gas on the public
lands. For instance, the Bush administration’s National Energy
Policy claimed that about 40 percent of the natural gas resources
on Federal land in the Rocky Mountain region have been placed off
limits to development. However, the new EPCA report, based on
the most recent information that we have, indicates that it is about
12 percent.

If you view that from another perspective, and that is the esti-
mates of gas resource base published in the National Petroleum
Council’s 1999 study, that 12 percent amounts to about 1 percent
of the total gas resource base that we have in the Continental
United States and the Outer Continental Shelf.

Because it is now established from the Interior Department’s
new analysis of Federal onshore research that very little publicly
owned natural gas is off limits to development, the industry’s focus,
lobbying focus, may shift to that category of lands in the EPCA re-
port that is called available for leasing with restrictions in oil and
gas operations beyond standard stipulations. And there was an ear-
lier discussion about stipulations.

I have a list of the basic categories of stipulations in my written
statement. I will not go into those now. But I think a point to keep
in mind—and I notice I am out of time here—is that these stipula-
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* All attachments have been retained in committee files.

tions are very flexible. And they are frequently waived. The BLM
in some field offices actually publishes the record of waivers of pro-
tected stipulations for oil and gas leases. And if you look, for in-
stance, on the Pinedale and Rawlins field office web sites, you will
find that during the 2001/2002 season, stipulations were granted
about 77 percent of the time, in 2002/2003 about 86 percent of the
time, et cetera. So those are very flexible stipulations.

In conclusion, in light of the new information from the Depart-
ment of the Interior’s EPCA study that most Federal lands, most
Federal oil and gas resources, within the Rocky Mountain region
are available for leasing and development, the question policy mak-
ers should be asking is not: Are too many Federal oil and gas re-
sources unavailable?

Instead, we should be asking such questions as: Have we ade-
quately protected the scenic, ecological, environmental, air and
water resources, wildlife habitat and wilderness values of our pub-
lic lands and natural forests? Are farmers and rancher with split
estate lands being treated fairly when it comes to coal bed methane
development? Are we being careful enough to protect the precious
surface and groundwater resources of the rural communities where
the coal bed methane boom is in full swing?

Should we be more careful in waiving leasing provisions designed
to protect wildlife resources? And are reclamation bonds imposed
upon operators adequate to the task of assuring post-operation
cleanups?

Thank you again for this opportunity to present our views. And
I will be pleased to answer your questions.

The CHAIRMAN. Thank you very much.
[The prepared statement of Mr. Alberswerth follows:]

PREPARED STATEMENT OF DAVID ALBERSWERTH, DIRECTOR, BUREAU OF LAND
MANAGEMENT PROGRAM, THE WILDERNESS SOCIETY

Mr. Chairman and Members of the Committee, thank you for the opportunity to
present the views of The Wilderness Society on the subject of oil and gas develop-
ment on onshore federal lands. My name is David Alberswerth, and I am The Wil-
derness Society’s Bureau of Land Management Program Director. My statement will
focus on the Bureau of Land Management’s onshore oil and gas program affecting
the public lands of the Rocky Mountain States.

The vast majority of federal oil and gas resources within the Rocky Mountain
Overthrust Belt states is currently available for leasing and development, and has
been so for a long time. Despite industry claims to the contrary, and earlier asser-
tions by the Bush Administration, the Department of the Interior’s recently released
‘‘EPCA’’ report concludes that 85 percent of the ‘‘technically recoverable’’ oil, and 88
percent of the ‘‘technically recoverable’’ natural gas resources underlying federal
lands in this region of the country are currently available for leasing and develop-
ment. Interestingly, if one includes the EPCA estimates of ‘‘technically recoverable’’
oil and natural gas from non-federal lands in the analysis, only 7 percent of natural
gas and about 9 percent of oil within the study region are unavailable for develop-
ment (see attachment).1,* The inescapable conclusion to be drawn from the most re-
cent data available is that over 90 percent of the region’s oil and gas resources, on
federal and non-federal lands, are available for leasing and development.

Oil and especially natural gas development is a robust activity on federal lands
within the Rocky Mountain West. For example, according to the Bureau of Land
Management, there are currently over 94,000 producing oil and gas wells on the
public lands that it manages. In fiscal year 2001, the BLM permitted a record 4,850
drilling projects on BLM lands, up from 3,400 permits issued in fiscal year 2000 (see
attachment).2 The recently released Powder River Basin environmental impact
statement projects the development of over 39,000 new coal bed methane wells with-
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in the Powder River Basin within the next 10 years.3 The new ‘‘reasonably foresee-
able development scenario’’ published for the BLM’s new draft Farmington Resource
Management Plan projects the development of 9,970 new wells during the next
twenty years within that planning area, which currently has over 19,000 producing
oil and gas wells.4 During the Clinton Administration, leases were issued on 26.4
million acres and 19,310 drilling permits were issued (see attachment).

These facts and trends, and the recent findings of the EPCA report, contradict
claims by industry advocates that there are too many ‘‘restrictions’’ or ‘‘impedi-
ments’’ that inhibit industry ‘‘access’’ to oil and gas resources on public lands. For
example, the Bush Administration’s ‘‘National Energy Policy’’ claimed that, ’’. . .
about 40 percent of the natural gas resources on federal land in the Rocky Mountain
region have been placed off-limits’’ to development.5 However, the EPCA report con-
cludes that, of the 138 trillion cubic feet (TCF) of ‘‘technically recoverable’’ gas re-
sources within its study area, only 15.9 TCF is actually off-limits to development,
or 12 percent.6

Viewed from another perspective, this 15.9 TCF is about 1 percent of the 1,466
TCF ‘‘gas resource base’’ within the continental U.S. (exclusive of Alaska) identified
by the National Petroleum Council in its 1999 study, Natural Gas: Meeting the
Challenges of the Nation’s Growing Natural Gas Demand.7

Because it is now established from the Bush Administration’s own analysis of fed-
eral onshore resources that very little publicly-owned natural gas and oil is off-lim-
its to development, the industry’s lobbying focus may shift to that category of lands
identified in the EPCA report that is ‘‘Available for Leasing With Restrictions on
Oil and Gas operations Beyond Standard Stipulations.’’ Just what is the nature of
these ‘‘special and seasonal stipulations’’ of such concern to industry?

This category of available lands often encompasses areas where evidence indicates
the presence of sensitive wildlife habitats, such as elk calving or winter range areas,
or big game migration corridors, or sage grouse leks, or critical raptor habitat where
oil and gas activities at certain times of the year could pose severe threats to wild-
life. In such cases, the BLM may require that operations only occur at certain times
of the year, when such areas are not in use by certain wildlife species. In some
cases, the BLM imposes ‘‘No Surface Occupancy’’ leases, whereby the lessee is re-
quired to access the oil and gas resource from off-site. Such ‘‘NSO’’ stipulations are
also designed to protect wildlife habitats, while making the resource available for
extraction. The types of special imposed to protect environmental values can be
summarized as follows:

‘‘Standard Stipulations’’—These are provisions within standard BLM oil and
gas leases regarding the conduct of operations or conditions of approval given
at the permitting stage, such as: prohibitions against surface occupancy within
500 feet of surface water and or riparian areas; on slopes exceeding 25 percent
gradient; construction when soil is saturated, or within 1/4 mile of an occupied
dwelling. These are generally applied to all BLM oil and gas leases, regardless
of special circumstances.

‘‘Seasonal’’ or other ‘‘Special’’ Stipulations—‘‘Seasonal Stipulations’’ prohibit
mineral exploration and/or development activities for specific periods of time, for
example sage grouse strutting areas when being used, hawk nesting areas, or
on calving habitat for wild ungulate species. These are often imposed at the re-
quest of state wildlife officials, as well as in compliance with U.S. Fish and
Wildlife Service requests to protect sensitive species.

‘‘No Surface Occupancy’’—NSO leases prohibit operations directly on the sur-
face overlaying a leased federal tract. This is usually done to protect some other
resource that may be in conflict with surface oil and gas operations, for exam-
ple, underground mining operations, archeological sites, caves, steep slopes,
campsites, or important wildlife habitat. These leases may be accessed from an-
other location via directional drilling.

Representative of the oil and gas industry have voiced criticism regarding why
such provisions are imposed on federal oil and gas leases at all, or why certain areas
of our public lands and national forests are off-limits entirely to oil and gas develop-
ment, when in their view energy extraction is such an important activity on federal
lands. The answer is that the federal land management agencies’ primary obligation
is not to satisfy the wants and desires of the oil and gas industry. Instead, they are
statutorily mandated to balance the wishes of the oil and gas industry with the pro-
tection of a multitude of environmental, ecological, scientific, and cultural values
harbored by our public lands.

For example, Congress mandated in the Federal Land Policy and Management
Act that the Secretary of the Interior manage the public lands,
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‘‘. . . in a manner that will protect the quality of scientific, scenic, historical,
ecological, environmental, air and atmospheric, water resource, and archeologi-
cal values; that where appropriate, will preserve and protect certain public
lands in their natural condition; that will provide food and habitat for fish and
wildlife and domestic animals; and that will provide for outdoor recreation and
human occupancy and use.’’ (43 U.S.C. 1701(a)(8))

Similar statutory requirements pertain to the National Forests. The imposition of
special, seasonal, or NSO stipulations in certain circumstances is the result of a pol-
icy developed in the 1980s by the BLM to balance the industry’s desire for access
to oil and gas deposits with the BLM’s responsibility to manage the other resources
and values enumerated in FLPMA. Although characterized as ‘‘burdensome’’ by
some industry representatives, these stipulations can—and frequently are—waived
at an operator’s request.

Attached to my statement are tables published and available on the Pinedale and
Rawlins BLM Field Office websites. Both areas are subject to intense contemporary
exploration and development activities. What the tables clearly indicate is that wild-
life stipulations on oil and gas leases are frequently waived at the request of the
operator to accommodate activities not otherwise allowed during the period of the
seasonal restriction, or within an area ordinarily set aside from oil and gas activi-
ties. For example, the table listing ‘‘Winter Range Exceptions 2001-2002’’ for the
Pinedale Field Office indicates that of 40 requests for stipulation waivers, 31 were
granted, or 77 percent. During the 2002-2003 season, of 52 requests for waivers re-
ceived by the Pinedale Field Office, 45 were granted, or 86 percent. Rates of waiver
approval are similar from the Rawlins Field Office for fiscal year 2002: Of 128 re-
quests recorded, 103 were granted, or 80 percent (see attachments). Instead of focus-
ing on instances where the BLM may not have issued a particular drilling permit
application in a timely manner satisfactory to the operator, it seems to us that the
frequency of stipulation waivers in areas where there is intense development raises
the question as to the effectiveness of stipulations as a means of protecting key envi-
ronmental values.

For example, we know that sage grouse populations in the U.S. are in severe de-
cline, in fact, their distribution has declined by about 50%, while estimated popu-
lation size has declined by about 90%. As a population they are very sensitive to
habitat fragmentation. Given the frequency of the waivers indicated on the attach-
ment for sage grouse habitat, it seems to us the question we should be asking is
not, ‘‘Why does the industry have to put up with seasonal restrictions for sage
grouse habitat?’’ Instead, we should ask, ‘‘What impacts are occurring to sage grouse
populations as a consequence of the BLM’s frequent waiver of stipulations designed
for their protection?’’

Finally, in our view it is entirely appropriate that some federal lands should be
off-limits to oil and gas leasing and development. Lands identified as off-limits in
the EPCA Report include National Parks, National Monuments, designated Wilder-
ness Areas, and Wilderness Study Areas. One specific area that has been placed ad-
ministratively off-limits to future leasing and has drawn especially harsh criticism
from the oil and gas industry is the Rocky Mountain Front area of the Lewis and
Clark National Forest in Montana. In 1997, following an extensive public involve-
ment process, the Forest Service adopted a Forest Plan amendment for approxi-
mately 356,000 acres of the Front that effectively prohibited leasing for the duration
of the Plan amendment. The area in question—the spectacular and dramatic uplift
of the Rocky Mountains from the Northern Great Plains—is a region of remarkable
scenic beauty, and harbors a multitude of extraordinary wildlife, scenic, and rec-
reational values. It has been the focus of preservation efforts by Federal, State and
private entities for almost a century.

The Lewis and Clark National Forest Plan adopted in 1986 emphasized manage-
ment of the area in question for its special wildlife, recreation, and scenic attributes.
The Plan Amendment adopted in 1997 implemented that earlier management direc-
tion by prohibiting oil and gas leasing for the next 10-15 years. It should also be
noted that the 1997 Plan Amendment enjoys widespread support within the State
of Montana. Although the oil and gas industry has attempted to characterize the
Forest Supervisor’s decision as essentially ‘‘arbitrary and capricious’’, the Super-
visor’s decision has been upheld upon administrative appeal and at the District and
Appeals Court levels. As the Bush Administration pointed out in its brief to the Su-
preme Court in opposition to the industry’s request that the Supreme Court review
the Court of Appeals decision, ‘‘. . . the Record of Decision approving the [1986]
Forest Plan acknowledged ‘people’s apprehension over the effects of oil and gas de-
velopment and their desire for the land to remain unchanged,’ and concluded that
‘management of the Rocky Mountain Division should emphasize wildlife, recreation,
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and scenic values.’’’ (Brief for the Federal Respondent in Opposition at 5, Independ-
ent Petroleum Association for America v. U.S., 279 F. 3d 1036 (9th Cir.), cert de-
nied, 123 S. Ct. 869 (2003).)

In conclusion, in light of the new information from the Department of the Interi-
or’s EPCA study that most federal oil and gas resources within the Rocky Mountain
region are available for leasing and development, the question policy-makers should
be asking is not, ‘‘Is too much federal oil and gas unavailable for leasing and devel-
opment?’’ Instead, we should be asking such questions as: Given the extensive avail-
ability of our publicly-owned onshore oil and gas resources for development, have
we adequately protected the scenic, ecological, environmental, air and water re-
sources, wildlife habitat, and wilderness values of our public lands and national for-
ests? Are surface owners with split estate lands being treated fairly when it comes
to coalbed methane development? Are we being careful enough to protect the pre-
cious surface and groundwater resources of the rural communities where the coal-
bed methane boom is in full swing? Should we be more careful in waiving leasing
provisions designed to protect wildlife resources, especially when it comes to declin-
ing species, such as sage grouse? And, are reclamation bonds imposed upon opera-
tors adequate to the task of assuring post-operation clean-ups?

Thank you again for this opportunity to present our views.

END NOTES

1. BLM, January, 2003, Scientific Inventory of Onshore Federal Lands’ Oil and
Gas Resources and Reserves, etc., pp. xii-xiii, xv.

4. Engler, Thomas W., et.al., BLM, July 2, 2001, Oil and Gas Resource Develop-
ment for San Juan Basin, New Mexico.

6. Op. cit., p. 3-5.
7. Domestic Petroleum Council, December, 1999, Natural Gas—Meeting the Chal-

lenges of the Nation’s Growing Natural Gas Demand, Volume I., Summary Report,
pp.7-8.

ADDENDUM

ALASKA’S NORTH SLOPE AND THE ARCTIC NATIONAL WILDLIFE REFUGE

The Congress will soon have before it yet another proposal to open the magnifi-
cent Arctic National Wildlife Refuge to oil and gas leasing and development. What
has not received much attention, however, is the fact that the vast majority of Alas-
ka’s North Slope is legally available to oil and gas exploration and development.

In 1999, Secretary of the Interior Bruce Babbitt opened 4.6 million acres in the
northeast section of the National Petroleum Reserve-Alaska on the North Slope.
More than 85 percent of this area is open to leasing under this decision. The Bureau
of Land Management has just began the process of preparing an Environmental Im-
pact Statement to allow full field development of three successful exploration wells
drilled by Phillips Petroleum in the area. The Bush Administration has indicated
that it will reopen the Northeast NPR-A plan this spring to consider offering more
acreage for leasing.

Last month, the BLM released a draft Environmental Impact Statement on a plan
to open 8.8 million acres in the northwest section of the NPR-A. The Administration
is expected to open most, if not all, of this vast area for leasing. This would con-
stitute the largest single onshore offering to industry in the history of America’s
Arctic. A Final EIS is expected in late summer.

Earlier this month, the Minerals Management Service issued a Final EIS for the
Beaufort Sea Outer Continental Shelf, off the coast of Alaska’s North Slope. This
action opened 9.8 million acres to oil and gas leasing—virtually the entire Arctic
Ocean off Alaska’s North Slope.

The state of Alaska is pursuing an aggressive lease sale program under what it
calls ‘‘Areawide’’ leasing on state lands and waters on Alaska’s North Slope. Each
year the state offers for lease all of the unleased state-owned acreage between the
Canning and the Colville Rivers, and state-owned waters offshore between Barrow
and the Canning River. On state lands alone, the oil industry has access to an addi-
tional 14.7 million acres.

The Arctic National Wildlife Refuge—which constitutes just five percent of Alas-
ka’s North Slope—now stands as the only stretch of the North Slope that is closed
by law to oil and gas exploration and development. Oil development would severely
damage this national treasure. The Arctic National Wildlife Refuge is truly one-of-
a-kind. The refuge’s diverse wildlife includes significant populations of polar bears,
brown (grizzly) bears, muskoxen, caribou, and wolves. Millions of migratory birds
nest or feed on the refuge each spring and summer between annual migrations that
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bring them through the backyards and nearby parks and refuges of Americans
throughout the rest of the country. The area should remain closed to oil and gas
development. We will continue to oppose efforts to open this rare and special place
to oil and gas development.

The CHAIRMAN. Senator, would you like to lead off with questions
of your witness from your State, Senator Talent?

Senator TALENT. Actually, Mr. Chairman, I can afford to stay. So
if the other Senators want to go, that is fine.

The CHAIRMAN. Mr. Bayless, let me start off with you. First, let
me thank you again for coming and also thank you for the time
and effort that your family has put forth in the basin in terms of
community activities and being the good corporate citizens that you
have been.

Now let me raise an issue that I think cannot be avoided. It was
raised by Senator Bingaman briefly in his remarks. There is a
growing concern in the San Juan Basis by the ranching community
that the issues related to the responsibility of the oil and gas pro-
ducer on the split estates where the ranchers have surface rights,
that you also have the right to go in and use that, produce access,
use access and produce wells that the independent producers are
not adequately complying with the rules and regulations regarding
cleanup, regarding notice, regarding minimizing the damages.

Can you express to us what you know about that and what is
being done and by whom to see if these issues can be resolved?

Mr. BAYLESS. Yes, sir. I will address that.
First, let me say you introduced me from Farmington, New Mex-

ico. And although I have lived in Denver for 25 years, I view myself
as a New Mexican.

The CHAIRMAN. Right.
Mr. BAYLESS. And I appreciate your willingness to continue to

claim me as such.
The CHAIRMAN. You have a lot of family there.
Mr. BAYLESS. Yes, I do. And I still spend a lot of time there.

Thank you.
We have also read about the difficulty of the split estates, these

issues. But the reality is, in the vast majority of instances, the
partnership between the surface owner and the mineral owner
works pretty well. The two groups are kindred spirits. They earn
their livings from developing the natural resources of the land.

I am also in the cattle ranching business and know that it can
be a fragile relationship between mineral owner and the surface
owner. It must be approached with sensitivity, honesty, and pa-
tience on all sides of the table. And usually there is resolution to
be found.

The CHAIRMAN. Mr. Bayless, let me suggest for you, your infor-
mation is different than mine. And I would suggest that you had
better go take a look. Because the kindred spirit is falling apart.
It is falling apart very rapidly.

Mr. BAYLESS. Okay.
The CHAIRMAN. And somebody had to put it together. It will ei-

ther be put together in a friendly basis, or we will have a lot of
problems that we do not have to have. So whatever your experience
in the field is, I submit to you that you had better be asking some
people that are down there and be asking the BLM, because there
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are some very ruffled feathers that are about to rupture the kin-
dred spirit that existed between the two groups, to the extent that
they are preparing for the ranchers a set of proposals that would
generate a different set of rights than have existed heretofore that
they are submitting to us, asking that we create more rights for
the rancher that should be enforced by new laws.

So I think it is important that people like you know that. I am
trying to get the information to the other people in New Mexico.
Some of them have it already. But they had better get it very
quickly.

Mr. BAYLESS. I appreciate that. I know that there is a problem.
The producer inherited the problem. We did not create this split es-
tate. It is something we must live with and we must address and
come up with solutions.

The CHAIRMAN. There is no question.
Mr. BAYLESS. And we certainly welcome your help in arriving at

those solutions.
The CHAIRMAN. Now, Mr. Bayless, let me just ask two questions.

We seem to have some use of language that is creating a situation
where something is falling between the cracks here that we are not
understanding. Because on the one hand the reports seem to be
saying one thing and the independent producers seem to be telling
us another thing about the production of oil and gas on the public
domain, in terms of how long it takes, in terms of what is really
available.

So what we understand is that maybe EPCA does not report the
full story when it comes to the impediments and delays associated
with oil and gas leasing on the Federal lands. Is that a true state-
ment that I have just stated? And if so, can you for the record sup-
ply us with information regarding that?

Mr. BAYLESS. Yes, sir. Your statement is accurate. The EPCA
study talks about lands available for leasing.

The CHAIRMAN. Correct.
Mr. BAYLESS. It is certainly accurate. Going back to my earlier

statement, when we looked, that 5 percent—and maybe this is
where the facts speak for themselves—5 percent of the Federal
mineral estate is both leased and currently productive. More than
that is leased, is yet to be productive. Hopefully it will be explored,
and productive reserves will be found.

There are many impediments for oil and gas development. A big
one is the timely processing of APDs that I discussed. The EIS
process, the inadequate funding of the EIS process in most in-
stances, although that is a congressional mandate to do an environ-
ment impact statement, that ends up being funded by companies
that are interested in working in that area, all those delays that
Mr. Griles was discussing earlier in the morning.

The CHAIRMAN. Okay. Very good. And if you have any further de-
tails on the delays, we would like to know about them. And if there
is funding, let us know that there is inadequate resources. If it is
the rules and regulations, if you will let us know, either you or
through your association, we would like to try to work with the
group of people to see if we can expedite them from the standpoint
of changing rules or providing more resources so the job can be
done better and more expeditiously.
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Mr. BAYLESS. I think providing more resources is a key part of
it. I think providing some direction to the Department of the Inte-
rior that we need to look for, you know, and this is very global, but
need to look for ways to say yes, development can be done in an
appropriate fashion and get away from the mindset of no, not here,
not now, not yet, without more study.

The CHAIRMAN. Yes. Great.
Mr. Leer, let me talk to the Wilderness Society first. Your testi-

mony seems to me to indicate that you express a certain amount
of satisfaction with the findings in the EPCA report. Does this rep-
resent a new philosophy that accepts leasing and development in
those areas already open to oil and gas leasing?

Mr. LEER. Mr. Chairman, we think that that report is a very use-
ful document for the reasons that Secretary Griles said it would be
used for as a basis for land use planning. I am not sure that we
do agree necessarily that all of the areas that are identified in the
report should be available for leasing.

I mean, well, for instance, some of the areas identified as not
available for leasing, I do not think there is any dispute about.
There are national parks, designated wilderness areas, national
monuments. Perhaps there is—I am sure that there is more detail
in the background documents about, you know, specific areas that
are listed as available for leasing that we might not agree with.
But from the written report, we were not really able to tell that.
But by and large, as a planning document and as a useful guide,
we think that this is a very useful report.

The CHAIRMAN. Thank you very much.
Senator, do you want to go now?
Senator BINGAMAN. If you are through.
The CHAIRMAN. I am finished. Go ahead, Senator.
Senator Bingaman.
Senator BINGAMAN. Thank you very much, Mr. Chairman. I

apologize to everybody for having had to duck out for another hear-
ing.

Let me just ask a couple of questions, one on the subjects that
I was focused on before with Secretary Griles. Maybe I will ask
you, Mr. Bayless, on this issue of adequate personnel with the
BLM to actually do the process applications for permits to drill and
also to do the inspection work and the enforcement work there in
the San Juan Basin, what is your perspective on whether or not
they are adequately staffed there in the San Juan Basin to do that,
or whether this is an issue that requires more attention?

Mr. BAYLESS. I do not know whether the additional 13 people
that you discussed, I do not know whether they are all on board
and whether that will be adequate or not.

Senator BINGAMAN. I do not think they are yet.
Mr. BAYLESS. But it is certainly moving in the right direction.

The permitting delays in the—out of the Farmington office have
not been—are middle of the road, are not as bad as they are in
some parts of the Rockies. It certainly takes much beyond the 30
days that is specified to receive an APD to go through that process.
But things certainly are moving in the right direction.

Senator BINGAMAN. Okay. Let me ask on the other issue, which
I also asked Secretary Griles about. That is, this conflict between
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coal leasing and coal bed methane production. He indicated that he
had just heard this morning that all those problems have gone
away. Is that your impression, Mr. Leer?

Mr. LEER. No.
Senator BINGAMAN. What do you think the extent of the problem

is? And what is needed to fix it?
Mr. LEER. I think what the Secretary had been referencing was

perhaps that in the latest round of Federal coal leases and meth-
ane leases, coal bed methane leases, that there probably have—we
probably worked out some arrangement, very difficult. I can speak
to my own company. We bid on the coal leases under the old law.
The law changed. And all of a sudden found ourselves in conflict
with the then-coal bed methane holder. And we had an $800 mil-
lion coal mine that basically cost $1 million a day that does not
run, a little over, actually. And for a $30,000 coal bed methane
well, we could stop the coal mine.

And we ended up working out an unfavorable fee to start buying
the wells, as we came to them. But nonetheless, that was done.

I would refer back to the Department of the Interior’s legislation
and testimony back last year, I believe, under H.R., on the House
side, 2952, I think, to Congresswoman Cubin’s coal CBM bill. And
the Department of the Interior testified that it supported legisla-
tion to resolve the CBM coal mine conflicts and provide for time-
ly—to provide for timely conflict resolution, where the inability to
reach a settlement agreement could result in bypassing vast
amounts of valuable coal or possibly even the premature closing of
major mining operations.

That testimony was Tom Fulton, Deputy Assistant Secretary of
Land and Minerals Management, U.S. Department of the Interior,
on October 11, 2001, before the House Subcommittee on Energy
and Mineral Resources.

There is another round of major coal bids coming up, bonus bids
coming up, in 2004. I think the revenues for the Federal Govern-
ment will certainly surpass several hundred million dollars for
those bids. I will suspect we will go into another major conflict with
the coal bed methane producers in those rounds and bids.

And from a very practical point, when we are looking at a bonus
bid to the Federal Government and ultimately the State who
shares in that, we do a calculation of what we think it is going to
cost to mine the coal, what we think that it is going to—what the
pricing of the coal might be. And we calculate a value that we
think the coal lease is worth. And if we do not think we can get
a reasonable number for buying out coal bed methane or resolving
the conflict, we will put in a high number. That high number low-
ers the value we can pay for the bid.

I mean, that is just the reality of how the financing works. And
I can assure you our bids are lower under the current setup than
they would be under one where we would have a finite resolution
mechanism to solve that.

Senator BINGAMAN. Thank you very much, Mr. Chairman.
Senator THOMAS. Let me very quickly—I am sorry. I had to step

out, also.
The fact is, however, there is less conflict than there was 2 or

3 years ago.
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Mr. LEER. Yes, sir, there is.
Senator THOMAS. And moving in that direction. Let me just very

briefly, each of you, what we are talking about, the access, the use,
proper use of Federal lands. What is the major issue that you
think—what issue would you change, if you were sitting here? Very
quickly. Just go down the line.

Mr. ALBERSWERTH. There are a number of areas in the West.
Senator THOMAS. Give your best one.
Mr. ALBERSWERTH. Okay. There are a number of areas in the

Western States that we think should be considered for protection
as wilderness or other national protective categories that we would
like considered in the new BLM planning process.

Senator THOMAS. Okay. Would you also agree that when they
have wilderness studies, there ought to be some conclusion to it?
It either ought to be made wilderness or get out of the study cat-
egory?

Mr. ALBERSWERTH. Well, sir, we would very much like those wil-
derness study areas designated as wilderness.

Senator THOMAS. I agree. But they should not go on the study
forever.

Mr. Leer.
Mr. LEER. I would really ask that the amendments, the limited

amendments, to the coal leasing act be enacted and clarified, be-
cause it covers three or four points. But each point is specifically
impacting either Federal revenues or the ability to efficiently mine
coal in the most responsible environmental and economic manner.

Senator THOMAS. Thank you
Mr. Bayless.
Mr. BAYLESS. I would ask that you direct the BLM to have great-

er accountability for management under the multiple use concept.
Senator THOMAS. Okay.
Ms. MORRISON. Senator Thomas, I think that I would have to

second Deputy Secretary Griles’ request to pass ANWR. I would
highlight, however, that our proposal for that Reserve to be open
does include funds that would be rolled back into conservation and
land and water resources. We wanted to provide for conservation
efforts with the funds, the monies, the royalties, the bonus bids
that could be had from that area.

Senator THOMAS. Okay. Thank you. Appreciate you all being
here. As you know, we are probably in the time when the energy
production and so on—we had—all this week we have been talking
about that gas, specifically yesterday, the coal, the clean, clear air
thing, and so on. And it is going to make a real impact on people
in this country and the availability of energy. And at the same
time, all of us particularly who live in the West, I think, and live
there with the public lands, want to preserve those as well. But
most of us are dedicated to multiple use. And we can do that.

Senator Alexander.
Senator ALEXANDER. Thank you, Mr. Chairman.
My question is about clean coal technology and specifically coal

gasification. Mr. Leer, let me start with you. But if other shave any
comments on it——

Is coal gasification a realistic, as we look toward the future?
What are the limits on it? And what are the incentives that you
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specifically were referring to in your testimony, that you would
suggest we consider for clean coal technology, to encourage clean
coal technology?

Mr. LEER. Yes, Senator. Coal gasification is realistic. In fact, if
we go back 50 years, we have seen coal gasification processes pri-
marily in Europe and South Africa. We do have demonstration
plants currently running in the United States. Now in terms of
pure economics, the economics have not been competitive against
current coal fired generation or hydro or some of the other genera-
tions.

Senator ALEXANDER. How far apart are they? And what would it
take to make it competitive?

Mr. LEER. I think it is getting into the technologies. And you are
going to get beyond my expertise here pretty quickly. But you get
into the technologies of raising the heat efficiencies within the
plant itself. The combined cycle natural gas plants, which are the
most efficient powerplants in the United States, or currently in the
world, have about a 60-percent heat rate, as they call it, or effi-
ciency rating, where a normal single cycle coal plant might be in—
a modern one might be in the very low forties.

As we take coal gasification forward, I think we can, with ceram-
ics and some of the other technologies that might be out there, we
could raise that. And for each increase in efficiency, you are going
to get a tremendous lowering of the total cost.

And again, the demonstration plants, by their very nature, are
high cost, high capital, because you are still experimenting. You
are still changing and tweaking things as you are going along. But
as the technologies develop, I think it is tremendous.

The incentives that I was referencing were really the incentives
that were contained in the energy legislation of last year on both
the House and Senate side, and the administration, for that mat-
ter. The numbers were a bit different, but basically it comes down
to a simple fact. And I am an engineer. And I am a pretty simple
guy. When I look at the indigenous energy in the United States of
known fossil fuels, 85 percent of them are coal. And if I have 85
percent of anything within our company, I want to figure out how
to use it better and more efficiently, because I know I have a lot
of it.

As we move forward, if we move forward towards a hydrogen
economy, I mean, there are two ways to generate hydrogen, basi-
cally. There is electrolysis through water, or it is capturing the hy-
drogen atom that is combined with a carbon atom. Again, it is a
fossil fuel. And I think coal is going to play that important role in
that process.

So to me it is the public-private partnership to develop these
technologies. We, as Arch, support some clean coal technology re-
moval, a group called ZEBCO, which is zero-based emissions pow-
erplant. It is probably 20 or 30 years off. But when you do the
math on the math balances, the energy balances on paper, it
works.

But gasification exists. It is just the highest cost kind of electric
generation before you get to the subsidies of renewals that exist out
there, if you rank order. And again, our economy, we are going to
see the impact of the energy prices on our economy right now. It
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has me concerned that the current energy spike is going to maybe
move us in the wrong direction on economic growth.

Senator ALEXANDER. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Murkowski.
Senator MURKOWSKI. Thank you, Mr. Chairman. I would like to

direct my comments or questions to Mr. Alberswerth here.
Looking at your written testimony, you have an addendum,

which is highlighted, Alaska’s North Slope and Alaska National
Wildlife Refuge. And I read through it. And quite honestly, I was
confused. And if I am confused, and I think I know a fair amount
of what is going on with Alaska’s resources up there, I cannot
imagine what the public thinks.

You stated that, and I quote, ‘‘the vast majority of Alaska’s North
Slope is legally available to oil and gas exploration and develop-
ment.’’ You further go on to state that more than 85 percent of this
area, now we are talking about NPRA, is open to leasing under
former Secretary Babbitt’s prior decision.

You then go on in the very last statement, as we are talking
about ANWR, to state that ANWR, which constitutes just 5 percent
of Alaska’s North Slope, now stands as the only stretch of the
North Slope that is closed by law to oil and gas exploration and de-
velopment.

So we have a situation. We have 1,000 miles of coastline up there
in Northern Alaska. And your statements would seem to indicate
that virtually all, or a vast majority, or approximately 85, is open
to oil and gas exploration and development. You have used the
term legally available. And maybe this is where we are splitting
hairs or mincing words. But then you go on to say that only 5 per-
cent is closed by law.

I am more than just a little bit confused. And I think it is these
types of statements that do confuse the public in terms of what is
open and what it actually means to say that these are open for de-
velopment. We may have it available for leasing. But leasing can-
not take place because of the environmental impact statements, be-
cause of the regulations. Statutorily it may be—you can go in
there, but in terms of the science, in terms of the environmental
impact, and in terms of the regulations, it is not physically possible
to do.

We have incredible coal reserves available in the North. We have
120 billion tons of coal in the Northwest Arctic. But we are subject
to restrictions and regulations and permitting requirements that
say you have to replace the land to its natural condition. We have
permafrost. We have ice lands. It is scientifically, physically impos-
sible.

So is that open in terms that you are considering open? Is this
what we are talking about when we say legally available?

The information and the word that we are trying to get out to
the public is that when you look at that thousand miles of coast-
line, there is approximately 14 percent of Alaska’s northern coast-
line that is available and is possible to open, and is open currently
for drilling and development. 14 percent is a far cry from the 85
percent, or possibly 95 percent, that you have referenced. And I
guess I would like to hear your comments when you say that the
vast amount of Alaska is open for oil and development.
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Before I have you respond to that, I would go down to, again,
your last paragraph, where you are discussing ANWR. And you
state, ‘‘Oil development would severely damage this national treas-
ure.’’

Now we have had testimony here earlier today. We have had tes-
timony in this room over the past several weeks and years prior
to this, talking about the available technology that is out there that
does focus on the environment and how we can allow for the drill-
ing in these environmentally sensitive areas.

And I will grant you that all of the North Slope is in a sensitive
area. But we have been working on the technology to allow for this
in a manner that is not going to severely damage. These are the
types of arguments that we are up against consistently. And it is
very difficult to get the facts across to a public who has never seen,
and most Americans will never see, never have the opportunity to
go up there and see firsthand what we are talking about.

So when we are using statistics, when we are using facts, it is
important that we do not over exaggerate. And I would state that
an exaggeration of the vast majority of Alaskan lands, upwards of
85 percent to 95 percent, open, when in fact what we are talking
about is 14 percent, is a far cry.

Mr. ALBERSWERTH. I believe that percentage, that is referring to
the Arctic coastal plain, the so-called two areas, which, of course
is off limits to development and the whole debate we are having
as to whether or not Congress should change that statutory protec-
tion or not. So that is what the 5 percent comes from.

In just reviewing the statement that we did enter into the record
here, it appears to us that there is a great deal of activity under
way in Alaska by the Federal Government to open up large areas
of the Arctic Slope.

As to the 14 percent, I am not aware of the basis for that figure.
I can get you the 85 percent figure for the record, if you would care
for that.

Senator MURKOWSKI. I would. And I will provide you with a copy
of our map that shows how we have arrived at the 14 percent.

Let us see. I had another point that I wanted to make here,
but——

The CHAIRMAN. You indicated you would supply a copy. What
would you like him to do, analyze your copy and comment on it?
Is that the purpose for submitting it?

Senator MURKOWSKI. Well, what I would like to submit, and I
will give this to Mr. Alberswerth, is our map that details what is
open, what is not open. And as you rightly point out, it is the 1002
area that is specifically closed for exploration. That is 5 percent of
that coastal area, as we go across. So I will be happy to provide
this to the committee for the record, as well as Mr. Alberswerth.

The CHAIRMAN. Thank you very much, Senator.
Senator Talent.
Senator TALENT. Thank you, Mr. Chairman.
Let me start with you, Mr. Bayless. Mr. Alberswerth says in his

statement, ‘‘As evidence of the fact that oil and natural gas devel-
opment is a robust activity on Federal lands, in fiscal year 2001,
the BLM permitted a record 458 drilling projects on BLM lands, up
from 3,400 permits issued in fiscal year 2000.’’
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Now would you agree, if you know, that that statement is factu-
ally correct or not?

Mr. BAYLESS. I could certainly—I believe more permits were
issued in 2001 than in 2000. Fewer permits were issued in 2002.
All of these are a much smaller number than using, just grabbing
a baseline at a busier time in the industry, back to the early
1980’s, a much, much higher level of drilling activity at that time.

Senator TALENT. So you are saying it could be true, but it is not
significant, in your view, evidence of whether robust activity is oc-
curring.

Mr. BAYLESS. That is correct.
Senator TALENT. Now in the appendix, Mr. Alberswerth provided

applications for permits to drill going back to like the year 1985,
in which it appears—and you may not have this in front of you.
But it appears——

Mr. BAYLESS. I do not.
Senator TALENT [continuing]. In this that permit approvals have

varied pretty wildly since 1985. You know, 1985, 3,300; 1986,
1,800; 1987, 1,400. Does that shed any light, in your view, on
whether this is a significant statistic? I mean, why is it not a sig-
nificant statistic? I mean, it would seem to me that if they are
granting a record number of applications for permits to drill, that
is some sign that the activity on Federal lands is pretty robust.

Mr. BAYLESS. I do know the drilling level in the Inter-Mountain
West is much less than it was 25 years ago.

Senator TALENT. Okay.
Mr. BAYLESS. Is it robust? It is moderately robust. I think part

of what really impacts this, and certainly we have alluded to it be-
fore, activity in the Powder River Basin, where there are a large
number of very shallow, small, high-density wells. I think that can
skew the statistics at times, depending on which year you grab, de-
leting those or including those.

Senator TALENT. So some of the applications may be for drilling
projects that are pretty small in nature and do not affect the—is
that what you are saying? That could be it?

Mr. BAYLESS. They certainly have an impact. But some of those
permits may be for 300-foot wells. Some may be for 14,000-foot
wells.

Senator TALENT. Ms. Morrison, do you have a comment on any
of this? Do you want to help clarify this for me at all?

Ms. MORRISON. Thank you, Senator. I cannot tell you off-
hand——

Senator TALENT. Start with the Chairman. Well, I guess it is
okay.

[Laughter.]
Ms. MORRISON. I think I would say in the most recent years what

you have seen are coal bed natural gas or coal bed methane wells.
Those are more frequently drilled than, say, a conventional oil and
gas well.

Senator TALENT. Okay.
Ms. MORRISON. So the numbers may be, as Mr. Bayless has indi-

cated, may be skewed from that standpoint. Because in Wyoming
in particular, Colorado, New Mexico, we have seen the coal bed
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methane wells increase. You are going to have shallower, more
wells than you will with conventional drilling.

That could be one of those items, if you would like the BLM to
analyze the numbers that Mr. Alberswerth appended to his testi-
mony, we would be happy to do that.

Senator TALENT. Yes. I think that would be good.
Mr. Alberswerth, do you have a comment? Is that possible, what

she is saying?
Mr. ALBERSWERTH. Yes, I think that——
Senator TALENT. There are more permits but actually less signifi-

cant activity. Is that——
Mr. ALBERSWERTH. Well, I am not sure what she means by less

significant activity. There has been a big boom in coal bed methane
development in, you know, the Powder River Basin of Wyoming, in
particular in the San Juan Basin. I have a speculative answer to
part of your question and I think a factual answer to part of it, as
well.

I think if you look at the—if you were to track these drilling per-
mit numbers with the fluctuating price of oil and gas, that might
tell you something about why that fluctuates so much from year to
year. And I think that it is worth looking into, whether or not this
is evidence more of price variability for oil and gas or whether it
is availability of land for drilling. And I think that is part of the
answer.

Senator TALENT. Well, let me get one thing. I do not have time
to get all the comparisons I would have liked to. But Mr. Bayless
raised an issue, which seems to me to make sense. And I would
like you to comment on it. He says that an application for permit
to drill, that, according to BLM guide, should take 30 days to proc-
ess takes on average 137 days to be approved and does not blame
BLM leadership, but it says that their performance decreased by
60 percent. Companies seeking to drill waited an average of 137
days and sometimes as long as 370 days for Federal approval.

Now is that a fair statement, in your view, if you know?
Mr. ALBERSWERTH. It may well be. And I do not know, but it may

well be.
Senator TALENT. Okay. Now here is the point they are getting at.

And I would just like you to comment on this.
And then, Mr. Chairman, I am over my time, but——
The CHAIRMAN. That is fine.
Senator TALENT [continuing]. I just want to follow up on this

point.
Would you agree that, in principle, anyway, whether this is actu-

ally what is happening now, that in principle this could happen,
that land could be open for leasing and development and drilling
and the rest of it, in theory, I mean legally open, but in practice
the difficulties and delays in getting it permitted and being able to
use it are so great that, as a practical matter, it is closed? Would
you agree in principle that could happen, whether you think that
is happening now or not?

Mr. ALBERSWERTH. I agree in principle that that could well hap-
pen. But you should understand that those lease terms are out
there. I mean, when you purchase the lease, you know what the
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stipulations are that are on them. And so you are going into this
deal with the Federal Government, you know, eyes open.

Senator TALENT. Right. And that actually—one of the points you
made is that—and I wanted to bring this up with you—you keep
focusing on whether it is fair or unfair to these companies, which
I guess is, to me, a tertiary-type thing. You say the answer is the
Federal Land Management Agency’s is not to satisfy the wants and
desires of the oil and gas industry, which I think we would all
agree with.

But what I want you to see the connect in, and maybe comment
on this, is I am not worried about the oil and gas industry, except
insofar as they are employing people in my State. I am worried
about when business people tell me that one of the big reasons they
are thinking of leaving the country is because of high energy
prices. Do you see what I am saying?

Mr. ALBERSWERTH. Yes.
Senator TALENT. It is not a question of fair. Well, they knew

going in that they should not have tried to lease it, because—you
see, I want the energy produced, if we can do it in a way that is
environmentally sound. It is in all our interests to do that.

And so maybe you can consider whether what they are saying is
not true to some extent, that these long delays are making it finan-
cially impossible for them to explore and use this, even though in
theory that there is—you see the loss to the country, if that were
the case?

Mr. ALBERSWERTH. I can certainly sympathize with the experi-
encing long delays in getting a drilling permit. The focus of our
concern more, though, has been some of the criticism leveled at
these stipulations that are imposed on leases to protect wildlife.
And it may take awhile in some instances for the BLM to deter-
mine whether or not it is a good idea to allow a certain type of op-
eration to take place on sensitive lands like that.

That is all I can tell you. I believe that from the data that we
have seen here in this EPCA report that it is really quite clear that
most of these federally owned resources are in fact available. There
are conditions that attack to Federal leases to protect these other
resources that you mentioned.

Senator TALENT. Right.
Mr. ALBERSWERTH. And I think that is fair.
Senator TALENT. I think what we have narrowed this down to,

they are in law available. And then the question over which there
is obviously disagreement here is whether they are in fact avail-
able. Because whether the delays or the other problems puts them,
in effect, you know, off reach. And if anybody wants——

Mr. ALBERSWERTH. Well, I would like to draw your attention to
another aspect of my statement, which is that those stipulations
are frequently waived. Seventy, 80, 85 percent of the time that the
companies ask for them to be waived, at least in the three field of-
fices that have published data on their website. Now this may be
different in other places, but that is the data that we were able to
get.

Mr. BAYLESS. Senator, if I could follow up, not only is it an issue
of whether those lands are available, but as you pointed out, the
timing, if there is a long delay, it impedes industry. You are not
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worried about the industry; you are worried about gas supply.
There are signals that come out of the market, price signals, that
say we need more gas. We need greater—the price has gone up.
Where is the supply?

With these long delays, it creates uncertainty for companies to
be able to drill those additional wells, to budget for drilling those
additional wells. It really puts a bad filter on those price signals.

Senator TALENT. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much, Senator. Might I say that

I think your last line of questions, with a couple more problems
added to the approach you have taken, are the essence of the argu-
ment. Available as a matter of law versus available in fact. And it
is not all just the stipulations that are at issue in terms of whether
or not in law and in fact are getting close together or are getting
farther apart.

It would appear that in the eyes of the industry which produces
the energy for the country it is getting farther apart, not closer.
And I think we are going to get to that in terms of the kind of bill
we right, the kind of work we do with the BLM, in an effort to get
them to solve this problem in a better way, with the environment
taken into consideration.

Let me just ask one additional question of the administration.
Mr. Leer spoke of the conflicts that have arisen in recent years be-
tween Federal oil and gas leases and Federal coal leases. Now I
have been in and out a couple of times for other matters. Has this
issue of what are the department’s plans to resolve this, has that
been asked? And have they answered that? Could you answer that,
please, either now or for the record?

Ms. MORRISON. Yes, Mr. Chairman. I would be happy to answer
that for you, if I can turn to my materials on that. In September
2001, the BLM’s policy on the coal versus coal bed methane or coal
bed natural gas conflict expired. We are currently, as you had men-
tioned, with Director Clarke looking at taking a more aggressive
stance through our policy on that very issue, working through the
lease terms that we can enforce on these properties, that we do
know there is a conflict.

We will do everything we can to work with both of those factions
of the industry in order to come up with the best policy that the
BLM can use to help that situation. I think we can all probably
agree that we want to conserve and to promote the production of
both of those resources. But it does come at a time when they are
in conflict in production.

I think there are ways to do it. I think there are voluntary agree-
ments. What the BLM is looking for is what can we do through our
own lease stipulations to encourage that conflict to be resolved in
a more amicable way.

The CHAIRMAN. Mr. Leer, is that one of the issues that is around
now that must be resolved?

Mr. LEER. I do believe it is, Senator, that the issue—again, there
have not been many big fed releases of coal bed methane and coal
in the last year. But there is a large number scheduled for next
year. And I think it is going to rise and be a major issue in 2004.

So if we can get that resolved this year, it will be a plus to public
policy and clearly a plus to the interested parties.
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The CHAIRMAN. Very good. Just a couple more.
Mr. Bayless and perhaps Ms. Morrison, what is the reason for

the new surge of well activity in the Four Corners area, the new
infield drilling? Is that a new rule, a new regulation, a conservation
change, or what is it that brings that on?

Mr. BAYLESS. A lot of it is a new rule from the State Conserva-
tion Commission allowing a second well in the Fruitland coal for-
mation to be drilled per 320-acre spacing. So essentially, it is down
spacing from 320 to 168-acre spacing. This is not—throughout the
basin, it is—scientifically it was addressed. And there are different
areas of the basin where this makes sense. But that is one of the—
that is impetus for some of the drilling. Other is a continued Mesa
Verde drilling and down spacing.

The CHAIRMAN. Is the activity in that basin, will it be on an ac-
celerated pace for a number of years, as a result of what you have
just described?

Mr. BAYLESS. There is going to be a lot of activity for several
years. There are many thousands, as you have pointed out, there
are many thousands of wells to drill. That basin produces about
four billion cubic feet of gas per day. It takes a lot of continual
drilling to maintain that production.

The CHAIRMAN. Well, that is why I repeat it has become very,
very urgent, in light of the fact that this drilling will be very close
in proximity one well to another, that there be some arrangements
made to assure the ranchers that in fact this is not going to be
done without regard to their particular interests. Because they are
all aware of that, and they are very concerned that that is going
to cause environmental degradation, that it impacts on their right
to use the ranch land, the surface, in a manner that they have
leased it for.

So I urge you again to get started in your community. And we
will be doing that, too, to get some people working on it.

Mr. Alberswerth, have you had a change in perspective with ref-
erence to more renewable energy development on Federal lands?

Mr. ALBERSWERTH. Have we had a change?
The CHAIRMAN. Yes.
Mr. ALBERSWERTH. If you are referring to the new study that

was——
The CHAIRMAN. No. Do you have some concern with wind as a

renewable on public lands that you did not have a few years ago,
when you were generally in favor of renewables?

Mr. ALBERSWERTH. Well, we think that there are probably places
on the public lands where renewable, you know, wind farms are ap-
propriate. I think in terms of an overall direction on this, Senator,
that it would be a wonderful thing if our energy policies were to
encourage that activity on private lands. I mean, it would be a real
win-win situation for agricultural communities. Farmers and
ranchers have experienced economic distress——

The CHAIRMAN. How do we encourage it?
Mr. ALBERSWERTH. Perhaps with tax credits. I am not familiar

with the current programs, to tell you the truth. But I know that
there was a witness here the other day from the gas industry talk-
ing about the boon that section 29 gas credits were for the coal bed
methane industry. Perhaps you could develop something like that
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similar that would benefit private ranchers and farmers in the
Northern Plain States and elsewhere.

The CHAIRMAN. One last observation for you and your members.
There is a very large and beautiful ranch in northern New Mexico
owned by Ted Turner, the Vermejo Ranch. Have you heard of it?

Mr. ALBERSWERTH. I believe I have heard of it, but I am not fa-
miliar with it.

The CHAIRMAN. I think it is probably one of the best and most
beautiful multiple use ranches in the United States. And the rea-
son it comes to mind is because I heard the testimony, I heard you
talking about Alaska and how damaging drilling might be. Do you
know that on that rather fantastic ranch there are 1,500 gas wells
that have been drilled and are producing on private property that
Mr. Turner says has caused no damage whatsoever to this ranch,
in terms of its multiplicity of uses?

It would seem to me that somehow or another there is an incon-
sistency when somebody like that has found a way on private prop-
erty and—I am almost certain that if that property were Federal,
you would be sitting here saying: Do not drill a well on it, almost
certain. Not sure, but almost certain. And I think that is—if that
is possible, probable, then I think that is very, very discouraging
from my standpoint, because I do not think you ought to have a
policy that is different than Mr. Ted Turner with reference to pre-
serving his ranch. I think he is preserving it as well as we ever
would. And he thinks you can drill gas wells on it. In fact, there
may be more than 1,500 before you are finished.

Now we have been at it since 10 o’clock. But I will stay here for
a few questions, if you would like.

Senator CANTWELL. Thank you, Mr. Chairman.
The CHAIRMAN. You are welcome.
Senator CANTWELL. I appreciate the opportunity to participate in

this hearing. I am particularly interested in this area as it relates
to further developing alternative energy supplies, which I believe
our State of Washington needs to look at, natural gas specifically.
We are very hydro reliant and have had lots of challenges because
of that hydro system, both in the short-term as it relates to
droughts and supply and complications of the spot market, as well
as long-term issues on the environment and impact on saving our
wild salmon.

So we certainly want to diversify. And we want to invest more
resources in developing natural gas, particularly in northwest
areas of Alaska and possibly even Canada. I do want us to think
wisely about where we get those resources. And so I have a ques-
tion as it relates to national forest roadless areas and information
that has been published by both the U.S. Forest Service. And I
think the Wilderness Society might have published something, too,
as far as reports.

I am trying to understand what resources we might actually get
out of what has been protected as roadless areas and what amount
of natural gas or oil might actually be there. Because when I look
at what we have allowed within the roadless area rule, roadless
areas accounted for 0.4 percent of the total domestic natural gas
production, according to the U.S. Forest Service. So, it was a very
small number.
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But the roadless area rule obviously allows for existing leases. It
allows for continuation or extension of renewal of existing leases.
It also allows for lease extensions on previously leased land, if the
application for the extension is made before the termination of an
existing lease. So there is a lot of flexibility as it relates to current
leases, which really has, in my understanding of the issue, been
those areas that you would want to most access for gas develop-
ment.

I want to make sure that we are clear for this hearing what nat-
ural gas is available in areas that are protected as part of the
roadless area rule.

So Mr. Alberswerth, I think you might know some of that infor-
mation as it relates to a similar report that the Wilderness Society
did that might have similar information to what the U.S. Forest
Service has provided.

Mr. ALBERSWERTH. Thank you, Senator. You are correct. The
Forest Service’s environmental impact statement on the roadless
rule indicated there was about .4 of 1 percent of the natural gas
resources of the United States in the roadless areas affected by
that rule. Existing and, under the rule, exiting leases would be
honored. They had valid existing rights.

And we did do recently an analysis of the amount of oil and gas
beneath forest lands in the five or actually six-State area of the
Rocky Mountain West and came up with the following numbers.
Now the analysis was somewhat different than the analysis per-
formed in this recent EPCA report by the Interior Department. So
there is probably—and it was based on somewhat different data.

So we could get into an apples and oranges type of discussion
here. But the bottom line is that there is not very much gas in
those roadless areas. I am not sure how the EPCA report treated
roadless areas in its analysis. You might wish to ask the Interior
Department how they did so. But the bottom line was that our
analysis indicated, based on U.S.GS estimates, that there was only
about a two to 21⁄2 month supply of natural gas in those roadless
national forest areas.

Senator CANTWELL. Plus they are hard to get to and they lack
the current infrastructure. Is that of interest to the other panelists,
looking at those particular areas for such a small supply?

Mr. LEER. I am going to address it from a coal perspective. And
I think, at least my perception is there is some misunderstanding
in what happened in the late 1990’s, when the roadless rule was
promulgated. Also, even some of the ways it was promulgated,
some questions. But when you looked at what was happening, we
were aware in the 1990’s that the U.S. Forest Service was trying
to develop, you know, roadless rules. And the mining industry did
ask for what are the maps, where can we go, how is it going to
overly? Because, again, most of the western coal is being produced,
and a lot of the coal bed methane gas is being produced, from Fed-
eral lands.

And we never could get the maps. The maps were never drawn.
In fact, the industry ultimately developed its own maps and gave
them to the Forest Service. And then the roadless area boundaries
were based on a 20-year-old inventory that were never field verified
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and established whether there is in question still retained roadless
values that the rule supposedly was trying to protect.

I mean, I can speak to one particular mine that we own and op-
erate in Colorado that is a deep mine. In fact, most of the mines
in the roadless areas that are affected are deep mines. They do not
particularly affect the surface at all, except for when you do have—
sometimes you need to run a ventilation shaft to the mine, or if you
have a mine accident, you may need access to wherever the mine
is under the proposed roadless area.

The area that they have outlined, I have been up on it. There
are roads everywhere. But it is in the roadless area. It is not a—
20 years ago, perhaps, it was a correct map. Today I would be
happy to take any of the Senators and show them at least one little
area that certainly was drawn incorrectly.

I am not sure the data on the oil and gas side is reflecting the
coal bed methane piece of that, as well. And again, in the roadless
areas we are talking more about deep mines. And they do not have
a footprint on the surface, except for emergency situations or you
can have, if you get far enough away, you do need to run an air
shaft down it.

So, you know, to me the whole process, when it was base don 20-
year-old data, it needs to be updated. And I think the late midnight
promulgation of the rule, it just did not feel right. And I do not
think it was right. So it deserves more study than just making a
rule. And I think the Forest Service even agreed with that at one
point. But then the 9th Circuit obviously overturned that. So——

Senator CANTWELL. Right. I would say probably the tens of thou-
sands of people from my State that wrote in over a year and a half
do not exactly think it is a late night rule. I can think of other ex-
amples in the Congress where riders were attached to bills that
they would define as late night. I do not think that this one nec-
essarily qualifies as such.

So you are saying that it is not so much that you disagree with
where the oil and gas supply might be as much as maybe some of
the areas might not have been reflecting of what coal supply is.
That is your main point.

Mr. LEER. That would be my main point, but that is my experi-
ence and what I have followed. And you know, the coal bed meth-
ane operations that were seen developed in the West are going ob-
viously into the coal seam. So you do have that from a gas supply.
And I do not know if the data that David here has referenced is
reflecting that or not. And I will not try to find on that.

Senator CANTWELL. Well, I care deeply about the roadless area
rule, because I think it is good natural resource management pol-
icy. So I probably will take you up on that offer to go out and see
the specific——

Mr. LEER. We will follow up.
Senator CANTWELL [continuing]. Lines and where this was

drawn, because I think it is—I think there is much more consensus
about what is good forest management in areas that really are not
going to give us the gas supply. But maybe we can make some
headway.

Mr. Bayless, did you want to comment on that?
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Mr. BAYLESS. Yes. Based on the Wilderness Society information,
I believe the National Forest Service land under lease today has
declined by 85 percent over the last 15 years. So kind of much less
of land is really in play. Today less than five million acres of na-
tional forest lands are leased. So we are moving away from the di-
rection of oil and gas development on national forests.

Taking your question in a slightly different direction, we have—
I have experience on a recently formed national monument where
part of the formation of that was that existing and active oil and
gas leases would remain valid. This was—this contains a 50-year-
old producing oil and natural gas field. Both the BLM and my com-
pany were co-defendants in a suit filed by Mr. Alberswerth’s orga-
nization for trying to develop a shooting seismic survey across
those existing leases.

So sometimes there is a jump between what is promised and
really how it works out in practice.

Senator CANTWELL. Well, I see the red light is on. I do not want
to take up more time, Mr. Chairman. But I do think the issue,
when put in the context of the U.S. Forest Service, if it is 0.4 per-
cent of the supply, and yet I look at the National Petroleum Re-
serve in Alaska, where we might get something like 59 trillion
cubic feet of gas or the Gulf of Mexico in the deep water areas, I
think why are we focusing on roadless areas.

My State would love natural gas. It would love to diversify off
of hydro. We want to get natural gas from Alaska or Canada or
various places. But it seems as if this particular supply, as it re-
lates to the roadless areas, is not worth the investment, especially
in light of the disruption that it would provide to the environment.

Thank you, Mr. Chairman.
The CHAIRMAN. The only comment I would make, if you cannot

do either of the other two, then either of them——
Senator CANTWELL. Well, we certainly want to get that natural

gas from Alaska.
The CHAIRMAN. Okay. Thank you.
Senator CANTWELL. Thank you.
The CHAIRMAN. We stand adjourned.
[Whereupon, at 12:42 p.m., the hearing was adjourned.]
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APPENDIXES

APPENDIX I

Responses to Additional Questions

NATIONAL MINING ASSOCIATION,
Washington, DC, March 13, 2003.

Hon. PETE V. DOMENICI,
Chairman, Committee on Energy and Natural Resources, Dirksen Senate Office

Building, Washington, DC.
DEAR CHAIRMAN DOMENICI: Thank you for the opportunity to testify before the

Committee on Energy and Natural Resources on the subject of energy production
on federal lands. The following are answers to the questions which have been sub-
mitted for the record.

RESPONSES TO COMMITTEE QUESTIONS

Question. How will the coal leasing amendments you suggest benefit the country
in terms of new coal production?

Answer. The suggested changes recognize that long lead times and capital invest-
ments as high as $1 billion require a predictable but flexible leasing program that
allows federal coal lease holders to deal with operational, regulatory and market
variables throughout the life of a lease. Uncontrolled increases in the cost of produc-
tion due to geology, limited labor supply in rural areas, changes in prices for com-
peting fuels, changes in transportation costs, and changes in state and federal envi-
ronmental regulations which affect either production costs or the ability to cus-
tomers to use the coal from the lease are examples of occurrences that can chill in-
vestment in federal coal resources and new coal production. If the recommended tar-
geted modifications to the Mineral Leasing Act are enacted, investment in new coal
ventures will be encouraged with the assurance that operations will be able to ad-
just to meet these variables.

Question. You have indicated there are problems with the coal industry’s bonding
requirements. Can you explain why you are suggesting the elimination of financial
assurances with respect to bonus bids?

Answer. The limited availability of financial assurances jeopardizes the continu-
ation of existing operations and thwarts development of new operations since bonds
are required as a condition to receive permits or other necessary government au-
thorizations.

The Department of the Interior’s requirement that successful bidders for federal
coal leases post a financial assurance to guarantee the payment of deferred bonus
bids is unnecessary and duplicative. The suggested elimination of this particular re-
quirement will free up surety capacity while protecting the federal government by
providing that if the successful bidder defaults on a bid installment the Department
of the Interior can cancel the lease and the cancelled lease resold to another pro-
spective bidder.

Question. Do the Mineral Leasing Act provisions you are proposing eliminate the
diligent development requirement?

Answer. There is nothing in the suggested changes that NMA recommends that
would in anyway eliminate the diligence requirement established in the Act.

STEVEN LEER,
Arch Coal, Inc.
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[Responses to the following questions were not received at the
time the hearing went to press.]

RESPONSES OF DEPUTY SECRETARY GRILES TO QUESTIONS FROM SENATOR BINGAMAN

EPCA STUDY (STIPULATIONS)

Question 1. As you know, I was one of the authors of section 604 of EPCA, requir-
ing the Department to undertake the oil and gas resource inventory.

The report attempts to quantify leasing stipulations. Does the report take into ac-
count the frequency of waivers of leasing stipulations by federal land managers?

Does the report address the fact that directional drilling is a viable option in some
instances where no surface occupancy stipulations are in place?

LEASE STIPULATIONS

Question 2. Energy development on our public lands is essential. Yet, these are
by law multiple use lands. I understand that many of the oil and gas lease stipula-
tions are timing limitations relating to fish and wildlife concerns, but am I also cor-
rect in my understanding that leasing stipulations also can relate to:

• coal mining
• ranching (such as cattle movement)
• recreational use (camping and snowmobile use)
• water quality and quantity
• paleontological and historic resources?
What other matters are covered by leasing stipulations? What are the Depart-

ment’s intentions with respect to existing stipulations? Are there alternative ways
of protecting the environment and other land uses, and if so, what are they?

SURFACE USE CONFLICTS

Question 3. What is the Department doing to address the issue of conflict between
coal production and coalbed methane production?

What is the Department doing to address the conflicts that can arise between the
ranching community and those who seek to develop federal oil and gas resources?

What is the extent of these problems?

COALBED METHANE IN THE SAN JUAN BASIN

Question 4. I understand that the BLM is working on an environmental impact
statement relating to oil and gas resource development in the San Juan Basin.
Many expect that this document will project a tremendous increase in coalbed meth-
ane development. What is the status of the work on this analysis?

FUNDING FOR I&E AND ENVIRONMENTAL COMPLIANCE

Question 5. I have had a long-standing concern over what I consider to be inad-
equate resources being devoted by the Department to both the Inspection and En-
forcement Program and to processing oil and gas applications, including environ-
mental compliance.

I am pleased that the Secretary reiterated the Department’s commitment to hire
additional personnel for the I&E program in the BLM Farmington field office when
she appeared before the Committee recently. Can you give me a status report on
that matter?

What else does the Department do to ensure that the BLM has adequate re-
sources to do their job with respect to energy development on federal lands?

ECONOMICALLY RECOVERABLE RESOURCES

Question 6. The EPCA report bases its analysis on U.S.GS technically recoverable
oil and gas resources and EIA proven reserve estimates. This is helpful information.
However, I was disappointed that the EPCA report did not also address economi-
cally recoverable resources, which I believe would also be useful information if the
underlying assumptions are clearly set forth. The Department has provided this in-
formation for both the Arctic National Wildlife Refuge and the National Petroleum
Reserve-Alaska. I have received a letter saying you will provide it for the basins
studied in the EPCA report, but not unti1 2005. Is there any way to speed up this
work?
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RENEWABLE ENERGY

Question 7. I have been concerned that those seeking to develop wind and solar
energy on our public lands do not get adequate assistance or information on avail-
ability of public lands from federal land managers.

What policies, guidelines and procedures does BLM have in place to facilitate the
development of wind and solar energy on public lands appropriate for such develop-
ment? Please provide a copy for the record.

Under what legal authorities are wind and solar energy on public lands allowed?
What regulations, guidelines or policies do you have relating to such authoriza-

tions? Please provide a copy for the record.

ROYALTY RELIEF FOR MARGINAL ONSHORE GAS

Question 8. The Department has a regulation in place providing royalty relief for
production of oil from marginal stripper wells. I believe that we need a comparable
provision for production of natural gas from public lands. Last Congress, I worked
on such a provision during the energy bill conference.

Will you assist us as we continue to work on this measure?

FEDERAL COAL LEASING

Question 9. Do you believe that the Federal coal leasing provisions of the Mineral
Leasing Act need to be amended? Please provide the Administration’s position on
each of the recommended amendments to the Federal coal leasing provisions of the
MLA contained in the testimony of the National Mining Association. Provide your
rationale and also provide information on the number of leases, lessee and location
of the leases that would be affected by the amendment.

Question 10. How many orphaned and abandoned oil and gas wells are there on
lands administered by the BLM? Does BLM have a plan to remediate the sites?
How much would it cost?

Question 11. What is the processing time for applications for permits to drill?
When delays occur, what are the reasons?

Question 12. You indicate that the Department is reviewing right-of-way corridors.
Please describe more fully what this review entails and what your timeframe is?

Question 13. The Department has a task force reviewing the issue of bonding.
What issues specifically are being reviewed? Is the Department looking at bonding
issues related to onshore oil and gas? Offshore oil and gas? Coal? Hardrock min-
erals? When can we expect to see the recommendations and report of the task force?

Question 14. The oil and gas industry witness testified that oil and gas permitting
time has doubled in one year. Is this correct? If so, what accounts for this?

RESPONSES TO QUESTIONS FROM SENATOR BUNNING

Question 1. What is the potential for coal mining on federal lands? How much coal
is available to be mined on federally owned land? Is coal on federal lands available
for mining in the eastern United States? If so, where is it available where the Fed-
eral Government owns the rights to the coal?

Question 2. How do you think federal laws should be changed to best bring about
a balanced energy policy that will boost domestic energy production while also pro-
moting conservation?

Question 3. What are some of the obstacles in current regulations that have pre-
vented the United States from boosting its energy production on federally owned
lands?
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APPENDIX II

Additional Material Submitted for the Record

AMERICAN PETROLEUM INSTITUTE,
Washington, DC, March 12, 2003.

Hon. PETE V. DOMENICI,
U.S. Senate, Washington, DC.

DEAR SENATOR DOMENICI: On February 27, 2003, the Senate Committee on En-
ergy and Natural Resources held a hearing on Energy Production on Federal Lands.
The American Petroleum Institute, which represents all sectors of the U.S. oil and
natural gas industry, appreciates the opportunity to submit this letter and its at-
tachment for the written record.

IMPORTANCE OF FEDERAL LANDS

The importance of multiple-use federal lands to domestic energy supplies cannot
be overestimated. Set aside by Congress to help provide energy to the nation, these
lands comprise about 31 percent of total U.S. land area and a large part of the
Outer Continental Shelf. According to the U.S. Geological Survey and the U.S. Min-
erals Management Service, federal lands contain about 77 percent of the nation’s
estimated undiscovered oil and 59 percent of its estimated undiscovered natural gas.
The remainder is on state and private lands.

The federal lands holding undiscovered oil and gas resources lie mostly in frontier
areas such as Alaska, the Outer Continental Shelf, and the Rocky Mountain States.
Federal lands contain an estimated undiscovered 99 billion barrels of oil and 577
trillion cubic feet (Tcf) of natural gas. Put in perspective, that is enough oil to fuel
more than 166 million automobiles for 20 years and heat more than 67 million
homes for 20 years. It is enough natural gas to meet the needs of 10 million residen-
tial customers for 664 years. These lands can play a vital role in meeting our grow-
ing needs for oil and natural gas—if opened to development in a timely fashion.

The Energy Information Administration (EIA) projects that between 1999 and
2020 oil consumption will increase 39 percent in the U.S. and 58 percent globally.
U.S. natural gas demand is expected to grow by more than 50 percent by 2025. To
ensure both adequate and secure supplies, the United States must continue to diver-
sify its foreign sources of supply, which already provide 58 percent of the nation’s
oil, and increase domestic supplies through oil and natural gas development activity
on federal lands.

The attached paper highlights the importance of federal lands to meeting our en-
ergy needs.*

ALL IMPEDIMENTS TO DEVELOPMENT NEED TO BE REVIEWED

A January 2003 study by the U.S. Department of the Interior and other agencies,
evaluated oil and gas resources on federal lands and examined the restrictions and
impediments to developing oil and gas resources in five important oil and natural
gas bearing basins in the Rocky Mountains. The study (Scientific Inventory of On-
shore Federal Lands’ Oil and Natural Gas Resources and Reserves and the Extent
and Nature of Restrictions or Impediments to their Development) shows that some
lands are not leased because Congress has designated them as Wilderness or Na-
tional Parks. Administrative actions, such as the Bureau of Land Management des-
ignating lands as Wilderness Study areas, have also prevented leasing. Other lands
are not leased because requisite federal land use planning or NEPA analysis has
not been undertaken or completed. Additionally, many areas are leased but with
very restrictive stipulations such as ‘‘No Surface Occupancy’’ or very limited time-
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frames allowed for operations, essentially making them unavailable for develop-
ment.

However, restricted leasing of public lands is only part of the access problem.
Major stumbling blocks arise after a company obtains a BLM lease. After leasing,
producers must obtain a wide variety of approvals and permits (federal, state and
local) before drilling can commence. The first step is usually to obtain BLM approval
of the ‘‘Application for Permit to Drill’’ or APD. To do this, an applicant must first
obtain other permits, reviews, and approvals (often called Conditions of Approval).
For example, the applicant very likely will have to conduct an Environmental Im-
pact Study, a Cultural Survey, and an Endangered Species Survey. The applicant
will also likely have to obtain a Private Landowner Agreement and a Right of Way
permit. These permits are often difficult to obtain, and delays—sometimes very sig-
nificant—are common.

While the EPCA study provides an up-to-date estimate of resource potential and
important leasing and pre-leasing impediments, it, unfortunately, does not examine
the numerous permitting and other post-leasing problems that can delay otherwise
viable projects by many months or years. As noted later in this letter, Congress
should require an evaluation of post-leasing impediments in the five basins already
studied and require a comprehensive study of pre- and post-leasing issues for all
other federal lands.

TECHNOLOGY PROTECTS THE ENVIRONMENT

Because of advanced technology, energy resources on federal lands can be devel-
oped with little or no impact on the environment.

Advanced technologies such as 3-D seismic imaging provide the ability to better
‘‘see’’ underground oil and natural gas deposits, greatly improving the ability to find
oil or gas. This reduces the number of wells necessary and dramatically reduces the
‘‘footprint,’’ or surface disturbance, of the exploration and production activity.

Highly sophisticated directional drilling systems can travel deeper and in various
directions—even horizontally—to reach potential oil and natural gas resources more
quickly and more precisely.

According to a 1999 U.S. Department of Energy study (Environmental Benefits of
Advanced Oil and Gas Exploration and Production Technology), innovative tech-
nologies have led to environmental benefits. Among them:

• ‘‘Smaller, lighter rigs and advances in directional and extended-reach drilling
shrink the footprint of oil and gas operations and reduce surface disturbance.’’

• ‘‘Continuing improvements in recovery efficiency per well translate into fewer
wells . . .’’

• ‘‘Resources underlying arctic regions, coastal and deep offshore waters, sensitive
wetlands and wildlife . . . can now be contacted and produced without disrupt-
ing surface features above them.’’

• ‘‘From coast to coast, innovative E&P approaches are making a difference to the
environment. With advanced technologies, the oil and gas industry can pinpoint
resources more accurately, extract them more efficiently and with less surface
disturbance, minimize associated wastes, and, ultimately, restore sites to origi-
nal or better condition.’’

ACTIONS CONGRESS CAN TAKE TO IMPROVE RESPONSIBLE OIL AND GAS DEVELOPMENT

• Mandate an Energy Policy and Conservation Act (EPCA) Phase II study assess-
ing post-leasing impediments to development in five resource basins addressed
in 2003 report.

• Initiate EPCA evaluation of resources and both pre- and post-lease impediments
to development for other federal lands, including the Outer Continental Shelf.

• Require DOI to act promptly to complete all outstanding resource management
plans needed to allow thousands of permitting decisions to proceed.

• Provide specific oil and gas leasing and permitting reform measures as identi-
fied by the federal government’s Applications for Permits to Drill (APD) Project
Team.

• Direct funds to agencies involved in public lands development, requiring timely
preparation of necessary environmental documentation for such activities.

• Provide additional funding for MMS/BLM permitting/management activities
from bonus bid/royalty stream.

• Codify Executive Orders (EO 13212 and EO 13211) to expedite increased energy
supply and availability to the nation by (1) considering the affect of federal reg-
ulations on the nation’s energy supply, distribution and use, and (2) ensuring
‘‘energy accountability’’ within federal resource management agencies. Account-
ability may include requiring internal agency audits to establish performance
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1 Princeton Economic Research, Inc., Review of Federal Geothermal Royalties and Taxes, De-
cember 15, 1998. (Figures expressed in 1998 dollars.)

measures and benchmarks for addressing permit backlogs and Resource Man-
agement Plan updates.

• Provide support for pending CEQ-led administration pilot program, Northern
Rocky Mountain Energy Policy Program, to foster early collaboration of federal
and state decision-making and effective management of energy policy issues on
public lands in the northern Rocky Mountains.

We appreciate the opportunity to offer these comments. Please let us know if you
have any questions or need additional information.

Sincerely,
CHARLES E. SANDLER,

Vice President.

STATEMENT OF THE GEOTHERMAL ENERGY ASSOCIATION

Thank you for the opportunity to present the views of members of the Geothermal
Energy Association (GEA) regarding geothermal energy potential on public lands
and the obstacles to developing this important national energy resource. GEA is a
trade association that represents 80 companies and organizations involved in the
U.S. geothermal industry, from power plant owners and operators to small drilling
and exploration companies.

GEOTHERMAL ENERGY’S POTENTIAL

Geothermal energy provides a significant amount of the energy and electricity
consumed in the Western U.S. Geothermal heat supplies energy for direct uses in
commercial, industrial and residential settings in 26 states. Geothermal resources
furnish substantial amounts of electricity in California, Nevada, Utah and Hawaii.
Indeed, 6 percent of California’s electricity comes from geothermal energy.

There has been renewed interest in geothermal power. A small-scale power facil-
ity has started operation in New Mexico, and the BLM reports that there is an ac-
tive interest in leasing and permitting in eleven western states. In part this is due
to the adoption in many states of renewable production standards to ensure a mar-
ket for new renewable power. We believe it is also due to the interest shown in the
Congress in expanding the Section 45 production tax credit to include geothermal
energy. Further, the high-level interest shown in expediting the processing of geo-
thermal leases and permits by federal and state governments has contributed as
well.

Today, Senators Harry Reid (D-NV) and Gordon Smith (R-OR) will be reintroduc-
ing legislation that they sponsored in the 107th Congress to expand the Section 45
production tax credit to geothermal and other renewable energy sources. Many of
the Senators on this Committee supported one of several bills in the last Congress
that proposed taking this action. We hope that you will again support Senators Reid
and Smith in this effort and consider adding you name as a co-sponsor of their bill.
This is the single most important measure before Congress to stimulate new invest-
ment in new renewable power production in the United States.

Expanded use of geothermal resources will provide additional clean, reliable en-
ergy to the West. Thousands of megawatts of new geothermal power, and an equal
amount of direct-use energy, could be developed in the immediate future; however,
obstacles created by public land agencies must be removed.

Geothermal energy contributes directly to both state and local economies and to
the national Treasury. To date, geothermal electricity producers have paid over $600
million in rentals, bonus bids and royalties to the federal government. Moreover, ac-
cording to an analysis performed by Princeton Economic Research, it would be rea-
sonable to estimate that the geothermal industry has paid more than 6 times that
amount in federal income tax, for a combined total of over 4 billion.1 If the economic
multiplier effects were considered, the total contributions of geothermal energy to
the local and national economy would be substantially greater.

What is the potential for geothermal energy on public lands? What are the bene-
fits of developing these resources? These questions are difficult to answer, in part
because the efforts of the U.S. Geological Survey (‘‘U.S.GS’’) and the Department of
Energy to define the U.S. resource base have not been funded for many years. In
fact, as the U.S.GS pointed out in its testimony before the Energy Subcommittee
in May, its last assessment was undertaken roughly 30 years ago.
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2 U.S. Department of Energy, Office of Geothermal Technologies, Strategic Plan for the Geo-
thermal Energy Program, June 1998, page21.

3 Princeton Energy Research Inc., Op. Cit., Volume I, page 17.

In order to produce a more current picture of the near-term potential of the geo-
thermal resource base, GEA Executive Director Karl Gawell together with Dr. Mar-
shall Reed of DOE and Dr. Michael Wright of the Energy and Geosciences Institute
at the University of Utah, conducted a systematic survey of known geothermal ex-
perts from business, academia and government in 1999. The results of this survey
were assessed and a brief report was released in April of that year entitled ‘‘Prelimi-
nary Report Geothermal Energy: The Potential for Clean Power from the Earth.’’

That report concluded that the U.S. geothermal resource base could support sig-
nificantly increased production. U.S. geothermal electric capacity, now at about
2,600 MW, could triple and, with expected improvements in technology, could reach
nearly 20,000 MW in 20 years.

These figures would appear to be fairly consistent with the estimates presented
to the Subcommittee on Energy and Minerals by the U.S. Geological Survey. Their
testimony indicated a potential for 22,290 MW of geothermal electricity production
(see Attachment #1). As GEA’s Executive Director testified before the Energy and
Minerals Subcommittee, these figures also concur with the results of the planning
workshop that helped produce the current DOE Strategic Plan—an effort that
brought together many of the leading experts from industry, laboratories and aca-
demia. At that workshop, there was a consensus that, with market support, as much
as 10,000 MW of electric capacity could be brought on-line in the West by 2010 by
expanding existing resource production and developing new facilities.2

Achieving this additional geothermal production would have substantial economic
and environmental benefits in the western United States. If the goal of the DOE
Strategic Plan could be reached, the cumulative federal royalties from the new
power plants would reach over $7 billion by 2050, and estimated income tax reve-
nues would exceed $52 billion in nominal dollars.3 The state share in these royalties
alone would result in an additional investment of $3.5 billion in schools and local
government facilities in the western states.

Expanded use of geothermal resources can also contribute to the President’s goal
of a hydrogen future.Using geothermal resources to drive catalytic processes is ideal
for generating hydrogen. In fact, Iceland is expected to be the first country in the
world to make a significant transition to hydrogen fuels, which it will achieve by
using its geothermal and hydropower resources.

RECENT EFFORTS TO ADDRESS BARRIERS TO GEOTHERMAL ENERGY USE

We were very pleased by the administration’s interest in enhancing the use of re-
newable resources on public lands. Vice President Cheney, Secretary Norton, and
Secretary Abraham have all shown a strong interest in promoting renewable energy
use, and addressing the problems the geothermal industry has experienced.

Vice President Cheney met with leaders of the renewable energy industry. The
National Energy Policy release in May of 2001 by the National Energy Policy Devel-
opment Group included several key recommendations. The NEPDG recommended
that the Secretaries of the Interior and Energy re-evaluate access limitations to fed-
eral lands in order to increase renewable energy production. It also recommended
that the Secretary of the Interior determine ways to reduce the delays in geothermal
lease processing and permitting.

Twelve days after the release of the Vice President’s report, the President signed
Executive order 13212—Actions to Expedite Energy-Related Projects. This order es-
tablished the White House Task Force on Energy Project Streamlining, to ensure
interagency collaboration.

In response to the Vice President’s report, the Secretaries of the Interior and En-
ergy convened at a conference entitled ‘‘Opportunities to Expand Renewable Energy
on Public Lands’’ in November 2001. This meeting brought together over 200 senior
executives from industry with state and federal agency representatives as well as
a wide range of other interested groups.

This interest and initiative from the Administration has been supported by Con-
gressional action. The House Resources Committee and its Energy Subcommittee
have held hearings on renewable energy development on public lands, and specifi-
cally on geothermal energy issues. The Congress has included funding for key activi-
ties by the Bureau of Land Management, U.S. Geologic Survey and Department of
Energy.

We appreciate the interest and attention of the Senate Energy Committee, and
hope that these hearings will build upon the progress being made. We are pleased
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to say that there is progress being made, although we must report that there are
still problems and obstacles to overcome.

GEOTHERMAL ENERGY ON PUBLIC LANDS

Whether and when the economic benefits of further geothermal development are
realized will greatly depend upon the action, or inaction, of the federal land manage-
ment agencies. Today, about 75% of U.S. geothermal electricity production takes
place on federal public lands since that is where most of the resource is located. If
we expect to see significant increases in geothermal energy production in the United
States, we will have to access resources yet to be developed on public lands.

New geothermal development requires the timely and reasonable oversight of fed-
eral leasing, permitting, and rights-of-way and environmental reviews by public
land management agencies. Unfortunately, the previous administration’s manage-
ment of federal geothermal resources was marked by bureaucratic delay and indeci-
sion by public land agencies; as a result, there has been a rapid decline in new geo-
thermal energy development.

To understand the impact that delays can have, it is important to recognize that
all of the estimates discussed earlier are nothing more than that—estimates. A com-
pany interested in developing a geothermal resource will have to invest millions of
dollars in defining the resource before construction of a power plant can even begin.
Unfortunately, there are few reliable surface exploration techniques for geothermal
energy that can provide any degree of confidence. Confirmation and definition of the
resource involves drilling, which means the investment risk is high and may remain
high until after several wells have been drilled.

Geothermal wells are more expensive to drill than oil and gas wells, and if suc-
cessful have a payback period substantially longer than oil and gas wells. They are
drilled in hot, hard, fractured, abrasive rocks where problems are frequent and ex-
pensive. For ‘‘green field’’ development, resource definition work may account for as
much as 40% of the cost of the project, and that considerable expense must be borne
before the resource is sufficiently confirmed in order to secure financing for a
project—making the risk to the developer even greater.

Companies will not take on such a considerable expense and risk without assur-
ance that if then are successful they will be able to develop a power plant. To begin
with, they need a lease to ensure their rights to develop the particular resource
identified.

This brings us to bureaucratic problem number one: tens of thousands of acres
of geothermal leases were applied for in the West, to which federal agencies failed
to respond. Lease applications languished, often for years.

Because this Administration has made renewable energy development on public
lands a priority, and with Congress support, we have seen some progress. The de
facto moratorium on geothermal development on public lands appears to be lifting.
Last year, BLM was able to make substantial inroads on the lease backlog in Ne-
vada, and the Secretary of the Interior has committed the agency to eliminating the
backlog entirely.

But while progress is made in some areas, BLM clearly still lacks the resources
to eliminate the problem. In addition to a lack of resources to complete lease proc-
essing, and the necessary land-use planning and environmental reviews, BLM is
still seeking the active cooperation of other agencies, particularly the Forest Service.
Lease applications that have been pending for years, some for as long as a decade,
still await action in Washington and other states. We understand that persistent
pressure from the BLM has resulted in some progress being made on pending lease
applications on Forest Service lands, but still, new leases are not being issued.

If you wonder why there are not more geothermal projects being developed in the
West, these delays are a big part of the answer. If a company cannot obtain a lease,
it will not spend millions of dollars on the exploration needed to determine whether
or not there are adequate subsurface geothermal resources to support a geothermal
power project.

Furthermore, once a company obtains a lease, the administrative processing of
permit applications and environmental reviews can be expected to take years. As
GEA testified before the House Resources Committee’s Energy Subcommittee, it has
been our members’ experience that ‘‘environmental reviews have been unnecessarily
extensive, costly, and repetitive; and in areas where an EIS has been completed, de-
cisions by federal agencies have been subject to years of delay and appeal.’’

During the House Resources Energy Subcommittee hearing in May of 2001, an
official from Calpine Corporation, the largest geothermal energy company in the
United States, testified about his company’s experience in trying to develop geo-
thermal resources on Forest Service land in Northern California. The area in ques-
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4 See 43, U.S.C. 158. The Engle Act of 1958 placed mineral resources on withdrawn military
lands under jurisdiction of the Secretary of the Interior and subject to disposition under the pub-
lic land training and mineral leasing laws.

5 Energy-Related Research in the U.S.GS. National Research Council, 1995, National Academy
Press. Washington, DC.

tion was leased by BLM in the 1980s, with the approval of the Forest Service, for
geothermal development. In fact, the area is situated in the Medicine Lake Known
Geothermal Resources Area, one of the first KGRAs to be designated after the Geo-
thermal Steam Act was passed in 1970.

Despite the fact that BLM and the Forest Service encouraged development in this
area for more than two decades, and the Bonneville Power Administration sup-
ported the project and agreed to buy the electric power, it took over seven years to
complete the initial permitting and EIS on the project. The project was approved
with some of the most extensive and onerous conditions ever imposed on a geo-
thermal project. Despite approval of the project, the Calpine official declared in his
statement before the Subcommittee ‘‘. . . if Calpine knew in 1994 what it knows
now, it is safe to say that it never would have invested its time and capital in the
Fourmile Hill project.’’ He continued: ‘‘. . . Unless the situation changes, Calpine is
unlikely to embark on a similar project ever again. This should concern this Sub-
committee because many of the geothermal resources in the United States are lo-
cated on federal land. As long as the federal permitting process remains as time-
consuming and costly as what Calpine has experienced, private companies will be
severely discouraged from developing these resources.’’

The message is clear: Extensive and expensive administrative processing is hav-
ing a significant negative impact on geothermal development on public lands. The
Years of delay and uncertainty in moving forward at these sites sent shock waves
through the geothermal industry. It sends the message to every company consider-
ing a new geothermal project on public lands—expect many years of arduous and
expensive bureaucratic processing.

GEOTHERMAL ENERGY ON MILITARY LANDS

In addition, there are millions of acres of public land in the West that are re-
served for use by the military. These lands potentially hold significant geothermal
resources. GEA fully recognizes the importance of the military’s use of public lands,
and believes that leasing or development should occur on military lands only with
their consent, and under such terms and conditions as they deem necessary and/
or advisable to meet the military mission.

However, where development occurs, GEA believes geothermal leasing and devel-
opment on lands subject to military reservation there should be:

(1) Uniform policies on securing and maintaining the leasehold estate;
(2) Uniform royalty structures and consistency with policies affecting develop-

ment on non-military lands; and
(3) Centralized administration of the lease and royalty programs.

What we are asking for is that standard, uniform policies be developed regarding
leasing and royalties on military lands so that a potential developer knows what to
expect. The current situation, which allows ad-hoc decisions to be made on a case-
by-case basis, deters geothermal development on military lands. Essentially, we be-
lieve geothermal resources should receive treatment similar to other oil, gas and
mineral activities on military lands.4

A NEW NATIONAL RESOURCE ASSESSMENT IS NEEDED

One of the proposals made during the last Congress was to direct a new national
resource assessment by the U.S. Geologic Survey, and we strongly support this pro-
posal. The importance of U.S.GS resource assessment was affirmed by the National
Research Council, ‘‘effective and timely scientific information from [the U.S.GS] pro-
grams is needed to help the nation determine its enemy options through the year
2000 and beyond.5

The last assessment of the U.S. geothermal resource base was conducted in the
late 60s and early 70s. A lot has happened in thirty years, including our fundamen-
tal understanding of the earth’s geology. The lack of an up-to-date resource assess-
ment is a fundamental barrier to expanded geothermal development in the United
States. The U.S.GS has initiated a new assessment for the Great Basin with fund-
ing and support from Congress. This assessment should be expanded, and the
U.S.GS should be authorized, directed, and funded to complete an entire national
resource assessment over the next three years.
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6 Email communication from Kevin Raffert, Associate Director, Geo-Heat Center, Klamath
Falls, Oregon, February 24, 2004.

UPDATING THE GEOTHERMAL STEAM ACT

While we applaud the efforts made to date by the Administration to promote the
development and use of geothermal resources on public lands, industry has begun
to recognize that there are some fundamental problems with the Geothermal Steam
Act that need to be addressed. The House Resources Committee proposed a series
of amendments to the Steam Act during the 107th Congress that have been the
basis for an on-going discussion about how to improve the underlying law. Following
is a summary of our views on some positive amendments to the Steam Act that
would help encourage new geothermal development.
KGRAs and Competitive Leasing

To begin with, the Steam Act was written at a time when government experts
were expected to determine where the best resources were located. The federal gov-
ernment would determine what areas would be designated ‘‘Known Geothermal Re-
source Areas,’’ and these would be subject to competitive bidding. This method is
not too different from the approach taken by the oil and gas leasing laws prior to
their modification by Congress in the 1980s. Similar modifications should be made
to the Geothermal Steam Act.

We recommend that KGRAs be eliminated as a criterion for determining where
bidding is held on a competitive basis, and that the law should be modified to re-
semble the current oil and gas leasing statutes where lands are offered first for com-
petitive bidding and then made available on a non-competitive basis. In states
where there are expressions of interest in bidding, BLM should hold a competitive
lease sale at least once every two years. Prior to scheduling the sale, companies
should be asked to submit any nominations they may have for specific lease blocks
upon which they wish to bid.
Royalties

The current royalty requirements should be modified to reduce administrative
costs and promote new power and direct use development. Instead of the complex
and administratively expensive net back formula now used, royalties should be
based upon a simple percentage of gross proceeds. We estimate that currently that
would be roughly a 31⁄2% gross royalty.To encourage new development, federal roy-
alties could be ‘‘stepped,’’ or be set at 2% of gross revenues for the first four years
of production with an increase to 31⁄2% for the remaining term of the lease. Rec-
ognizing that local governments rely upon royalty payments for essential services,
if a stepped royalty is adopted, we would further recommend that the state share
of the royalty should be increased to 100% for the initial period.

For direct use operations, there should be no royalty or a simple, nominal fee. Ex-
perts on direct use operations believe that the current royalty requirement is per-
haps the major impediment to greater direct use of geothermal energy in commer-
cial, mining, ranching and similar operations in the West. Kevin Rafferty of the
Geo-Heat Center in Klamath Falls, Oregon states, ‘‘The really telling statistic in my
opinion is that we now have hundreds of direct use projects in operation across the
West and we are only able to identify 3 that use resources on the public lands. The
users are out there and so are the Federal resources but no one is using them. It
seems pretty obvious that something is wrong.’’ According to Mr. Rafferty, the high
cost of direct use royalties was the most commonly cited problem at a recent meet-
ing held to discuss how to expand geothermal energy use in the West.6

Similarly, co-production of mineral by-products from geothermal sites should be
subject to no royalty or a nominal fee. Mineral production from geothermal sites
should be treated the same as mineral production elsewhere on the federal lands.
It is sadly ironic that under the existing law a federal lessee producing metals from
the fluid used in a geothermal plant would have to pay the federal government a
royalty on the mineral (in addition to a royalty on the power), but producing that
same metal by open pit mining on the public lands would not be subject to a royalty.
There is significant potential to produce minerals from geothermal sites that should
be encouraged. Doing so will not only help the economy and national security but
will reduce the overall environmental impacts of mineral production.
Royalty Revenues

A fundamental problem facing the federal governments’ efforts to promote geo-
thermal production on federal lands is the lack of resources to support the efforts
urgently needed by the BLM, U.S.GS, and others. To help address the substantial
backlog of leasing, permitting and related environmental and land-use reviews and
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to support a new geothermal resource assessment we would propose that the federal
share of geothermal royalties be dedicated to these efforts on a temporary basis.

For the next five years, the federal share of geothermal royalties, bonus bids, and
rentals should be used to fund the U.S.GS resource assessment above, to eliminate
the backlog in BLM planning, leasing and permitting activities, and to complete tar-
geted environmental reviews for areas with significant new development potential.
These environmental reviews should be conducted cooperatively with state and, as
appropriate, tribal land authorities and should seek to minimize subsequent permit-
ting and related project delays. For military lands, the share of federal royalties
should be dedicated for their geothermal development efforts.

Payments/Due Dates Lease/Reinstatement for Inadvertent Lapses
Again, unlike the oil and gas leasing law, there is no flexibility in the existing

geothermal statute for inadvertently late lease rental payments. If a payment if
even one hour late, the law would impose termination of the lease. This is not only
unreasonable, it can seriously disrupt lease development.

We would recommend that a standard 30-day grace period be applied for all pay-
ments due to the BLM, with a penalty as prescribed by regulations, similar to oil
and gas.

Lease Consolidation, Unitization/Pooling
For a number of reasons, including efficient development of the resource, a geo-

thermal area should be developed under common terms and agreements. In some
cases, this would mean lease consolidation where a single company has multiple
leases. In other cases, this could mean unitization or pooling where there are mul-
tiple leaseholders or perhaps a mix of federal, state or other leases.

The current law and regulations do not facilitate these developments. For exam-
ple, the BLM cannot unitize a group of leases unless they have exactly the same
lease terms. Also, they do not have the same degree of authority to prompt pooling
arrangements or unit agreements as they have for oil and gas leases.

We would recommend that the law be modified to provide BLM the authority to
consolidate leases that do not have exactly the same terms (issued same day, same
royalty rate, etc. . . .) BLM should be authorized to renegotiate lease terms in
order to have common terms for a lease block. BLM should also be given broader
authority to initiate unitization or pooling agreements when it would facilitate de-
velopment of the resource.

BLM as Lead Federal Agency
There continues to be significant problems with leasing and development of geo-

thermal resources where there are multiple agency jurisdictions involved. We ap-
plaud the efforts of the BLM to work cooperatively with the Forest Service and the
Navy, and encourage all parties to work together. However, the law should be
amended to provide BLM greater authority to ensure timely decisions are made.

We would recommend that the Steam Act be amended to make it clear that BLM
has lead status for all decisions under the Steam Act. BLM should be authorized
to establish, by regulation, specific timeframes for actions by other agencies where
their consent or consultation is required.

Agency Appeals Process
Finally, appeals of agency decisions under the Steam Act should be expedited. The

U.S. Forest Service has a more expeditious process governing appeals of their ac-
tions as compared to the BLM. The BLM should consider modifying its regulations
to be more like the Forest Service.

Specifically:
1. The BLM should adopt regulations similar to those of the Forest Service where-

by only National Environmental Protection Act (NEPA) decisions can be appealed,
such as a Decision Notice or Record of Decision. Implementing actions, such as the
issuance of a permit or sundry notice, cannot be appealed. The current BLM regula-
tions allow for the appeal of the NEPA decision, and then for the further appeal
of any permit that is issued subsequently. The delays can be endless.

2. Regulations should be modified to set a time limit for the Interior Board of
Land Appeals (IBLA) to decide appeals. The regulations should provide that if the
IBLA does not make a decision within the time limit, then the appeal is deemed
denied. The Forest Service regulations set a 45 day time limit for deciding an ap-
peal. In contrast, an appeal of the BLM Record of Decision for Calpine’s Fourmile
Hill geothermal project (referenced earlier) took 22 months before a decision was
reached to deny the appeal.
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TRANSMISSION

Since most geothermal power facilities must be located where the resource occurs,
they are often in rural areas. The benefits of this coincidence for rural economic de-
velopment are substantial and positive. In nearly every county that currently has
a geothermal power plant, it is the largest taxpayer in that county and provides
substantial long-term employment as well.

However, for the developer this adds a potentially significant problem—the loca-
tion may or may not be near transmission lines. This obstacle needs to be recog-
nized by the federal agencies, and they need to place a priority on processing rights-
of-way and permits for transmission lines. It also raises the need to plan trans-
mission systems to optimize their availability for power production from geothermal
and other renewable resources.

Just this week, the Departments of the Interior and Energy issued a report enti-
tled Assessing the Potential for Renewable Energy on Public Lands. This is an im-
portant and positive step forward for agency land-use planning efforts, and should
provide important information for state, regional and federal agencies that are un-
dertaking transmission planning. When the U.S.GS completes a new geothermal re-
sources assessment, we expect its findings will provide even more reliable resource
information for transmission planning purposes.

CONCLUSION

Geothermal resources on the public lands can contribute significantly to our Na-
tion’s energy supplies. Solid progress is being made through the initiatives of the
White House, Secretary Norton and Secretary Abraham to achieve the expanded use
of our geothermal resources. Congress’ support for these efforts, and for funding
these efforts, will be critical to their success.

We urge this Committee to consider amendments to the Geothermal Steam Act
that will build upon the Administration’s efforts. These amendments could help
streamline the existing law, and ensure that the resources are available to eliminate
the backlog of leasing and permitting decisions, and to complete a new national geo-
thermal resource assessment.

Geothermal energy can help address the critical energy problems of our Nation.
With the tax, regulatory and legal changes we have discussed, there would be a dra-
matic revival in the use of geothermal energy use for electric power production,
greenhouse heating, aquaculture, and other purposes. This would reduce our de-
pendence upon foreign oil, reduce our spiraling demand for natural gas, and provide
a substantial and immediate stimulus for the economy.

Thank you.

STATEMENT OF ROGER ZION, HONORARY CHAIRMAN, 60 PLUS ASSOCIATION

In 1973, I served as the Chairman of the House Republican Task Force on Energy
and Resources.

I gave a speech on the House floor in which I said: ‘‘If we don’t make maximum
used of domestic energy sources, we will be held up by the Arabs and our National
Defense will be threatened.’’ At that time we were importing 35% of our oil. Now
it’s over 60%.

As the 108th Congress resumes debate on comprehensive energy legislation we
believe that the following issues must be addressed:

• The U.S. must increase its domestic production of natural gas.
• Congress should also enact legislation to streamline natural gas pipeline con-

struction to enable gas to enter the mid-continent and Northeastern markets,
enhance gas supply and distribution capabilities, and relieve system con-
straints.

The Inupiat Eskimos of Alaska have this to say, ‘‘In 1969, when oil was first dis-
covered on our lands, we sought for self-determination in order to be able to protect
our resources. Since then, we have had over twenty years of working with the oil
industry here. We enacted strict regulations to protect our land and the oil compa-
nies have consistently met the standards we imposed.’’

The Arctic Natural Wildlife Refuge provides a valuable source of domestic petro-
leum that significantly enhances the national security of the United States.

Political instability in the oil producing regions of the world, particularly the Per-
sian Gulf area, creates considerable uncertainty regarding the reliability of imported
sources of oil. As part of a sound national energy policy, it is imperative for the fed-
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eral government to refrain from restricting development of domestic supplies in
cases where the necessary resources are amenable to commercial development.

STATEMENT OF DR. ROLLIN D. SPARROWE, PRESIDENT,
WILDLIFE MANAGEMENT INSTITUTE

INTRODUCTION

Mr. Chairman, I write to you on behalf of the Wildlife Management Institute (In-
stitute) to express our concerns regarding the orderly development of energy re-
sources on public lands. Our Institute, established in 1911, is staffed by professional
wildlife scientists and managers. Its purpose is to promote the restoration and im-
proved management of wildlife and other natural resources in North America. We
commend your Committee for initiating this dialog and for attempting to address
the social, economic and environmental impacts of energy development. We are con-
cerned that the seriousness of the impacts energy development may have on wildlife
and other natural resources may be underestimated, and we urge your Committee
to lay the groundwork that will lead to a plan for long-term and orderly develop-
ment of energy resources with the least amount of impact on wildlife and other nat-
ural resources. We request that our written testimony be included in the record of
the hearing to examine issues related to energy production on federal lands held on
February 27, 2003 by the Senate Energy and Natural Resources Committee.

Our Institute believes exploration and development of energy resources may seri-
ously impact wildlife and other natural resources. Though many site impacts are not
fully understood, it is clear that energy development projects represent a major haz-
ard to wildlife in some of the nation’s most imperiled habitats. For example, it is
estimated that coalbeds already provide at least six percent of the nation’s natural
gas, and geologists predict that contribution could double as new fields are devel-
oped. Potential coalbed methane (CBM) deposits exist in widespread locations in
Alabama, Arizona, Colorado, Indiana, Illinois, Iowa, Kansas, Kentucky, Michigan,
Montana, New Mexico, Oklahoma, Ohio, Pennsylvania, Texas, Tennessee, Utah,
West Virginia and Wyoming; and there are thousands of proposed CBM develop-
ment projects across the United States. The process of extracting methane gas from
coalbeds involves de-watering the saturated coal beds to reduce pressure that traps
methane vapors. Once the pressure is released, well rigs extract the liberated gas.
This process results in huge amounts of water of varying quality being brought to
the surface at each well site. This massive amount of ground-water removal can
negatively influence amount and quality of important underground aquifers. In ad-
dition, infrastructure, including roads, pipelines, and electrical power to support
CBM extraction, also threatens wildlife habitats and movements among those habi-
tats. Often thousands of miles of roads, pipelines and powerlines are needed to fully
develop CBM deposits, which increase the fragmentation of already modified wildlife
habitats. We are concerned over the lack of reliable estimates regarding the impacts
these proposed developments will have on wildlife and other natural resources.

A responsible approach to energy development must include a more comprehen-
sive program to manage fish and wildlife. Neither the Bureau of Land Management
or Forest Service, nor the individual states involved have the data or staff and
money to do all the work necessary to take care of renewable fish and wildlife re-
sources, considering the pace and magnitude of proposed and future developments.

We hear from energy companies, the Administration, and many in the Congress
that we must remove restrictions on exploration, development and operations and
open new areas—without specifying which ones. Please keep in mind that these
mule deer, elk, and pronghorn are important wildlife populations that support local
businesses and culture, and whose recovery from past over-exploitation at the turn
of the century was paid for over the past 65 years by sportsmen’s dollars. It is sim-
ply unfair to expect American sportsmen and women to foot the bill to recover wild-
life populations a second time.

We are not opposing orderly development of energy resources to meet our coun-
try’s needs. However, not all of the restrictions on energy development are products
of last minute decisions of the departed Administration. In fact, many of them oc-
curred over several years, with lots of input from wildlife and fisheries organiza-
tions. Neither the Congress nor the Bureau of Land Management should make
hasty decisions to roll back processes and procedures currently used to conserve
wildlife while development occurs.

Decisions on energy development should be made carefully, based on specific con-
sideration of geographically distinct areas and impacts on wildlife populations and
their seasonal ranges. So far, wildlife interests are not at the table as discussions
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occur about plans and proposals to open important more exploration. Recent hear-
ings in the Congress on developing our energy reserves have not included invited
testimony from any and fish interests. Also, planning for accelerated development
with energy producers has not included our interests. Representatives from the
Fish, wildlife, ranching and energy communities met in June 2002 to share concerns
and began an overdue dialog. The Department of the Interior helped support the
dialog, which prompted another meeting on March 5, 2003 to focus on the needs of
big game herds. We are hopeful that this dialog will result in specific recommenda-
tions for their welfare.

The problems that would be caused by precipitous action on existing protections
for wildlife are shared not only by hunters and anglers. For example, rural towns
in the Green River Basin of Wyoming tell us that half of their annual income is
collected during hunting season to motels, restaurants, grocery stores and the like.
The Fish and Wildlife Service’s 2001 National Survey of Hunting and Fishing indi-
cates that annually $1.8 billion in retail sales and 43,000 jobs are realized by the
states in the Northern Rocky Mountains from hunting alone; add fishing and ob-
serving wildlife, and the value is about three times that figure. It is important to
note that these are long-term, substantial benefits that accrue regularly to local
communities only if wildlife and their habitats are secure. Local people will need
to rely on wildlife and fishery resources to sustain their local economy and culture
long after energy development is gone.

Accelerated energy development must be done with much more attention to detail,
and careful evaluation of costs and benefits, than is evident in much of the recent
dialogue. Importantly, organizations representing hunters and anglers have a lot to
offer that has not yet been used by government or the Congress. The diverse array
of wildlife and fishery organizations can provide evaluation and analysis of impor-
tant resource values, and we are ready to help. The generalized calls to ‘‘open things
up’’ must get back to reality and deal with specific, geographically identified areas
to which we can all relate.

We suggest a reasonable platform for the consideration of energy development on
public lands: (1) development and production of energy on public lands should be
conducted with as much care as such development on private lands; (2) renewable
resources such as mule deer and cutthroat trout require equal consideration under
law along with mineral extraction; (3) scarce hunter and angler dollars from excise
taxes should not have to pay to monitor the effects of development nor fund reme-
dial action, but those tasks must be done and paid for as a required cost of develop-
ment; and (4) where development occurs, it must be authorized carefully on a site
by site basis with specific attention to the fish and wildlife resources.

THE KEY QUESTION FOR THE FUTURE

The real question is: at what cost do wildlife and fish adapt to further intrusions
on the landscape? Neither wildlife managers nor the energy industry has the an-
swer, and BLM as the responsible agency for energy development has not been will-
ing to consider the large issues of incremental effects and habitat fragmentation.
The issue in most cases will not be that a single road or a single development or
a single industry should be blamed for its effects on wildlife. Our mule deer, elk,
pronghorn and sage grouse have been affected by roads, fences, ranching and farm-
ing, towns, second home development and long-term reduction in habitat quality.
Migratory herds in Wyoming live on the National Forest in summer where acceler-
ated development is proposed, and migrate over 100 miles to the sage desert where
accelerated development already is underway. Can they persist as we know them
with major changes on all parts of their annual range? Herds of elk that previously
migrated even further from Jackson Hole to the sage deserts along the Green River
can no longer do so because of those multiple influences. At some point the next
new activity will be the one that leads to a potential irreversible reduction in the
ability of some of these herds to survive and certainly to sustain the current level
of public use and local economic benefit.

A critical need for coping with these changes as they occur is for effective, science-
based monitoring to answer specific questions. Many of the potential effects of accel-
erated energy development are subtle, long term in nature, and difficult to measure.
This results in a continuing standoff where wildlife managers say ‘‘look at those
roads, structures and activities, they have to have an impact’’, and development in-
terests say ‘‘look at those wildlife standing around the structures, they don’t care
at all’’. Our wildlife and fish resources cannot stand this impasse while development
occurs.

Energy and mineral exploration and development involve significant outlays of
funds by state wildlife, fish and natural resource management agencies for environ-
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mental studies, planning, development, monitoring, mitigation and management of
fish and wildlife resources. State wildlife, fish and natural resource management
agencies are funded primarily through permit and license fees paid to the states by
the general public to hunt and fish, and through federal excise taxes on equipment
used for these activities. Revenues derived from sales, bonus bids, royalties, and
rentals under the mineral leasing laws of the United States are paid to the United
States Treasury through the Minerals Management Service of the Department of
the Interior, yet none of these revenues are returned to the states specifically to
manage the impacts of energy and mineral exploration and development on the
wildlife, fish and other natural resources for which they are entrusted.

We propose a wildlife and fish funding concept for your consideration. Revenues
from energy development are substantial and likely to increase, and those already
collected from onshore oil and gas producers that go into the U.S. Treasury offer
a logical source of funding for wildlife. This wildlife and fish funding concept would
not interfere with the revenues that go to the states or elsewhere. The funds des-
ignated for wildlife and fish in proportion to the development activity would go back
to the states to fund programs designed to manage these wildlife for monitoring and
evaluating impacts, and for habitat protection and enhancement of fish and wildlife
populations influenced by development. In this manner, the long-term nature of de-
velopment and necessary active management can be accommodated. All appropriate
property rights and other concerns could be dealt with directly in legislation. We
envision distribution of funds proportional to the amount of development occurring
in each state involved in onshore production.

In conclusion, Mr. Chairman, we urge your committee to provide leadership on
this important nationwide issue. A wide array of wildlife and fishery organizations
and our hunters and anglers across America have a stake in the outcome of any
decision to accelerate energy development on public lands. It is not enough to pro-
claim that energy development can occur in all areas in an environmentally sound
manner. Some areas are so important, and the alternatives for wildlife in harsh cli-
mates are so few, that such sweeping statements likely are incorrect. There is not
the current knowledge base that will allow such action to be taken and still assure
that wildlife will be sustained, unless a long-term investment is made for the wel-
fare of affected fish and wildlife. We suggest that implementing this funding concept
would reflect positively on the Congress, Administration and the energy industry.
It would bring the solutions back to the states where the issue arose.

Thank you very much for considering our view on this important nationwide
issue. We look forward to working with your Committee on this matter, and we are
available at your convenience to discuss our concerns and recommendations. I am
available at (202) 371-1808, as is Terry Z. Riley, our Director of Conservation.

STATEMENT OF THE LINCOLN HERITAGE CENTER FOR
NATIONAL SECURITY STUDIES, EVANSVILLE INDIANA

The Lincoln Heritage Center for National Security Studies urges the United
States Congress to approve leasing the Arctic National Wildlife Refuge for commer-
cial production of oil.

SUMMARY POSITION

The Arctic Natural Wildlife Refuge provides a valuable source of domestic petro-
leum that significantly enhances the national security of the United States.

Political instability in the oil producing regions of the world, particularly the Per-
sian Gulf area, creates considerable uncertainty regarding the reliability of imported
sources of oil. As part of a sound national energy policy, it is imperative for the fed-
eral government to refrain from restricting development of domestic supplies in
cases where the necessary resources are amenable to commercial development.

The role of the federal government should be limited to proper execution of leases,
in particular assuring that leases be granted at fair market value, and enforcing ex-
isting statutes to assure orderly development and compliance with legal standards
for environmental protection.

The accompanying position paper describes the rationale for this recommendation.
This position paper is produced by the Lincoln Heritage Center for National Secu-

rity Studies (hereafter the Center). It is intended to support the Center’s position
in favor of opening the Arctic National Wildlife Refuge for commercial development.
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INTRODUCTION

The Arctic National Wildlife Refuge (hereafter ANWR) is an area encompassing
19 million acres in northeastern Alaska. Its status as a wilderness refuge wad es-
tablished in 1980 by the Alaska National Interests Lands Conservation Act. The
coastal plain area, encompassing 1.5 million acres, is one of the most promising on-
shore areas for oil exploration in the United States. Located approximately 75 miles
east of the Prudhoe Bay commercial development, the coastal plain is potentially ac-
cessible to the Trans Alaskan Pipeline System. Estimates of total ANWR reserves
range from 7.0 billion barrels to 13.8 billion barrels. By comparison, the total poten-
tial capacity of the Prudhoe Bay operation is estimated to be 10 billion barrels.

In 1987, the U.S. Department of the Interior, in an assessment of ANWR’s eco-
nomic potential, estimated the probability of successful commercial development to
be 0.19.1 The study projected that oil operations would affect less than one percent
of the coastal plain area. After determining that development could be managed in
such a way that adverse effects on wildlife and the environment would be sustained
at acceptable levels, the Secretary of the Interior recommended full scale leasing of
the ANWR coastal plain for commercial development. That action requires approval
by a vote of the U.S. Congress.

OIL AS A RESOURCE IN THE U.S. ECONOMY

Petroleum and natural gas account for 65 percent of the U.S. energy supply. Do-
mestic production of oil totaled 5.7 million barrels per day as of November 2002,
an amount that includes 0.97 million barrels per day from Alaskan production. As
a consequence of domestic production, the United States derives approximately 40
percent of its oil supply from American sources. The remaining 60 percent share of
imports is distributed as follows: Canada, 10.6 percent; Saudi Arabia, 8.6 percent;
Venezuela, 8.2 percent; Mexico, 8.0 percent; United Kingdom, 3.0 percent; Nigeria,
2.9 percent; Norway, 1.6 percent; Russia, 1.5 percent; Angola, 1.3 percent; Algeria,
1.2 percent; and all others (none exceeding 1.2 percent), 12.9 percent. The sum of
all Persian Gulf sources accounts for 10.9 percent, and the sum of all sources within
the Organization of Petroleum Exporting Countries (OPEC) accounts for 23.7 per-
cent.2

These data establish the relative diversification of import sources for American
oil. In particular, the U.S. is not strongly reliant on any individual supplier from
the Persian Gulf or OPEC. The Centers advocacy of ANWR leasing therefore does
not rest on the objective of relieving its ‘‘dependence’’ on any single foreign supplier.
Rather, the ANWR development offers potential to further increase diversification
in the portfolio of potential energy sources, thereby reducing the risk associated
with future supply disruptions. The significance of ANWR is that it will be rel-
atively free of the vicissitudes of geopolitical instability both present (Venezuela,
Iraq) and future (Saudi Arabia, Iran) among America’s sources of supply.

ANWR LEASING AS A VENTURE OF THE PRIVATE SECTOR

The defining principle of American civilization is its embrace of political and eco-
nomic freedom. The culture of free enterprise, based on protection of private owner-
ship, restrained government, and the rule of law, has produced the most dynamic
and prosperous economy in history. It is the Center’s position that the proposed
leasing of ANWR should not be an exception. Applied to the ANWR development,
the principle of freedom requires developers to pay fair market value for leasing
rights, using capital provided by private investors.

Since the 1980’s the price of oil has been determined in the world commodity mar-
ket. Oil prices are the outcome of powerful forces that transcend the influence of
any single country. The commercial potential of ANWR, depends on the long-term
price. Powell (1991) estimated that the economic success of ANWR would require
a price in excess of $20 per barrel.3 It is the Center’s position that the price contin-
gency is for private investors to deal with. An important reality is the relative cost
disadvantage of Alaskan oil. Chapman and Khanna (2001) estimate that the aver-
age per-barrel production cost of Persian Gulf oil equals $2.50; the comparable cost
for Alaskan oil is $15.4 The best prospect for ANWR development rests on free mar-
ket forces that determine the market price. The prospect of higher prices appears
to be present, due to unstable political conditions among the world’s leading produc-
ers. Current instability exists in Venezuela and Iraq. Conditions for future unrest
exist in Saudi Arabia, where popular resentment of the Saudi royal family is in-
creasing, and Iran, where dissent is mounting against the ruling Islamic theocracy.
The possibility of political instability not only increases the prospect of ANWR as
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a successful economic venture, but also highlights the need for additional sources
of petroleum for the American economy.

In the event that future world events cause disruptions in oil supply, the optimal
government policy is to encourage domestic supply. The current restriction of ANWR
development constitutes a major obstacle to supply. If development is allowed to
proceed, it will mitigate price increases in the U.S. market. However, the extent of
ANWR reserves is not sufficiently large to offset major supply disruptions. In that
event, the optimal policy is to allow the forces of free markets to stimulate conserva-
tion on the part of buyers. There is a history of significant conservation in the U.S.
During the past two decades, real Gross Domestic Product has increased 75 percent,
while energy consumption has increased 25 percent. The relative decline in energy
consumption was occasioned by higher energy prices in the 1970’s and 1980’s.5 In
addition, significant price increases will have the effect of stimulating development
in alternative fuels, such as coal gasification and derivation of petroleum from oil
shale and tar sands.6

In summary, it is increasingly clear that future episodes in the world oil market
will result from powerful forces that defy the control of any individual country. The
most rational way to face future is apply the time-honored lessons of free markets.
The Center’s position is that those lessons instruct us to proceed with private devel-
opment of the ANWR coastal plain.

ENVIRONMENTAL CONCERNS

The Center shares with all concerned Americans a desire to assure the environ-
mental protection of the ANWR coastal plain. It is in America’s best interest to take
all reasonable steps to minimize the environmental impact of exploration and drill-
ing. The Center regards environmental protection in all aspects of U.S. energy policy
to be an important issue of national security and public health.

Existing federal law requires petroleum companies to protect the environment
during oil and gas operations on federal land. An example is the Marine Mammals
Protection Act, which protects polar bears in the North Slope area of the Prudhoe
Bay operation. Evidence of success in wildlife preservation is found in the popu-
lation of the Central Arctic caribou herd, which has increased from an estimated
3,000 in the 1970’s to more than 23,000 today.7 The Center’s position is that in the
case of ANWR development the federal government should enforce existing environ-
mental statutes.

Recent developments in petroleum technology have improved the prospects for en-
vironmental protection. Improvements in transportation methods and containment
of residuals and wastes have combined to minimize impacts on the Arctic surface
and the underlying permafrost. New advances in extraction technology include hori-
zontal drilling, which permits exploration and recovery in subsurface areas that are
far removed from the wellhead. Using directional technology, it is possible to de-
velop 80 square miles from a single two-acre drill site.8 If the Prudhoe Bay oper-
ation was developed from inception today, its ‘‘footprint’’ would be 64 percent small-
er, drilling impact would be 74 percent smaller, roads would consume 58 percent
less surface area, and operating facilities would require 50 percent less space.9 An
illustration of the technical advance is the Alpine field in the North Slope develop-
ment, which uses 97 acres of surface area to produce 100,000 barrels per day from
a field underlying 40,000 acres of surface area.

There is abundant evidence that oil and gas production are compatible with re-
sponsible environmental policy and protection of wildlife. For example, the Audubon
Society owns the Rainey Wildlife Sanctuary in Louisiana, a preserve encompassing
26,000 acres that provides habitat for an exceptional variety of wildlife. In addition,
the preserve contains substantial reserves of oil and natural gas. The Audubon Soci-
ety has permitted private production of the petroleum in exchange for annual royal-
ties, which in turn support the Society’s other activities. These actions of the Audu-
bon Society, one of the foremost advocates of wildlife protection in the United
States, clearly indicate the compatibility of petroleum production and environmental
interests.10

In summary, there is ample reason to believe that ANWR development can pro-
ceed without violating the environmental integrity of the coastal plain area. Rec-
ognizing that the federal government controls one third of all land in the U.S., in-
cluding 322 million acres in Alaska, the encroachment caused by development of
ANWR is miniscule by any standard of measurement. Opponents of ANWR develop-
ment might argue that any commercial presence in the coastal plain, however small,
is not acceptable. The Center’s position is that the benefits in terms of national and
economic security exceed the modest environmental costs by a substantial margin.
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10. The Audubon Society has adopted a position in opposition to development of

ANWR. For a discussion of this point, see Lee, D.R. (2001) ‘‘To Drill or Not to Drill:
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